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Re: Application of CloseCall America for a Certificate of Convenience and Necessity as a
Resold and Facilities-based Local Exchange and Long Distance Telecommunications
Provider in the State of Arizona

Dear Chief Clerk:

Please find the attached verified original and thirteen copies of the Application of CloseCall America for a
certificate of covariance and necessity as a resold and facilities based local exchange and long distance
telecommunications provider in the State of Arizona. The Petitioner seeks certification to provide service in
all regions open for competition.

Please contact Ben Aylesworth by telephone at (410) 604-3022 or by e-mail at ben@closecall.com if you
have any additional questions or need additional information. Acknowledgement and date of receipt of this
application are requested. A duplicate letter and envelope are attached for this purpose.

Ben Aylesworth
Executive Director
Regulatory Affairs
CloseCall America, Inc.
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. NEW APPLIGATION
ORIGINAL

ARIZONA CORPORATION COMMISSION
| RECEIVED
Application and Petition for Certificate of Convenience and Necessity to Provide
Intrastate Telecommunications Services
00 FEB -91P 3 00

Mail original plus 13 copies of completed application to: For Docket Control Only:

(Please Stamp Here) ; u SI0ON
Docket Control Center %Z(} gg&gﬂqforg&ﬁROL

Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007-2927

Please indicate if you have current applications pending
in Arizona as an Interexchange reseller, AOS provider,
or as the provider of other telecommunication services.

'+ T-20440A-06-0081

Type of Service: Resold and Facilities Based Local Exchange and Long Distance Telecommunications

Service
Docket No.: Date: Date Docketed:
Type of Service:
Docket No.: Date: Date Docketed:

A. COMPANY AND TELECOMMUNICATION SERVICE INFORMATION

(A-1)  Please indicate the type of telecommunications services that you want to provide in Arizona and answer
the appropriate numbered items:

X Resold Long Distance Telecommunications Services (Answer Sections A, B).

X Resold Local Exchange Telecommunications Services (Answer Sections A, B, C).

Facilities-Based Long Distance Telecommunications Services (Answer Sections A, B, D).

X
X Facilities-Based Local Exchange Telecommunications Services (Answer Sections A, B, C, D, E)
Alternative Operator Services Telecommunications Services (Answer Sections A, B)
D Other (Please attach complete description)

(A-2) The name, address, telephone number (including area code), facsimile number (including area code), e-
mail address, and World Wide Web address (if one is available for consumer access) of the Applicant:

CloseCall America, Inc

101 A Log Canoe Circle

Stevensville, MD 21666

Phone: 410.604.0405 Fax 800-503-1982
ben@closecall.com

www.closecall.com
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(A-3) The d/b/a ("Doing Business As") name if the Applicant is doing business under a name different from
that listed in Item (A-2):

N/A

(A-4)  The name, address, telephone number (including area code), facsimile number (including area code), and
E-mail address of the Applicant's Management Contact:

Ben Aylesworth

101 A Log Canoe Circle
Stevensville, MD 21666
410-604-3022

ben@closecall.com

(A-5)  The name, address, telephone number (including area code), facsimile number (including area code), and
E-mail address of the Applicant's Attorney and/or Consultant:

Ben Aylesworth

101 A Log Canoe Circle
Stevensville, MD 21666
410-604-3022

ben@closecall.com

(A-6) The name, address, telephone number (including area code), facsimile number (including area code),
E-mail address of the Applicant's Complaint Contact Person:

Ben Aylesworth

101 A Log Canoe Circle
Stevensville, MD 21666
410-604-3022

ben@closecall.com

(A-7)  What type of legal entity is the Applicant?
l:l Sole proprietorship

D Partnership: Limited, General, Arizona, Foreign
D Limited Liability Company: Arizona, Foreign
X {Corporation: “S”, “C”, Non-profit
Other, specify:
04/14/04
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(A-8) Please include "Attachment A”:
Attachment “A” must include the following information:
1. A copy of the Applicant's Certificate of Good Standing as a domestic or foreign corporation, LLC,
or other entity in the State of Arizona.
2. A list of the names of all owners, partners, limited liability company managers (or if a member
managed LLC, all members), or corporation officers and directors (specify).
3. Indicate percentages of ownership of each person listed in A-8.2.
(A-9) Include your Tariff as "Attachment B".

Your Tariff must include the following information:

1.
2
3.
4

5.

Proposed Rates and Charges for each service offered (reference by Tariff page number).
Tariff Maximum Rate and Prices to be charged (reference by Tariff page number).
Terms and Conditions Applicable to provision of Service (reference by Tariff page number).

Deposits, Advances, and/or Prepayments Applicable to provision of Service (reference by Tariff
page number).

The proposed fee that will be charged for returned checks (reference by Tariff page number).

Upon approval of this application, the Applicant will submit a Tariff that complies with all the
rules required by Arizona law. The Applicant will not serve Arizona customers until a Tariff has
been filed.

X

]

(A-10) Indicate the geographic market to be served:
Statewide. (Applicant adopts statewide map of Arizona provided with this application).

Other. Describe and provide a detailed map depicting the area.

(A-11) Indicate if the Applicant or any of its officers, directors, partners, or managers has been or are currently
involved in any formal or informal complaint proceedings pending before any state or federal regulatory
commission, administrative agency, or law enforcement agency.

Describe in detail any such involvement. Please make sure you provide the following information:

1.
2.
3.
4.

States in which the Applicant has been or is involved in proceedings.
Detailed explanations of the Substance of the Complaints.
Commission Orders that resolved any and all Complaints.

Actions taken by the Applicant to remedy and/or prevent the Complaints from re-occurring.

There are no formal or informal complaints against CloseCall America or any of its officers,
directors or partners.
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(A-12) Indicate if the Applicant or any of its officers, directors, partners, or managers has been or are currently
involved in any civil or criminal investigation, or had judgments entered in any civil matter, judgments levied by
any administrative or regulatory agency, or been convicted of any criminal acts within the last ten (10) years.

Describe in detail any such judgments or convictions. Please make sure you provide the following
information:

1. States involved in the judgments and/or convictions.
2. Reasons for the investigation and/or judgment.

3. Copy of the Court order, if applicable.

No officer, director, manager, or partner of CloseCall America has been or is currently involved
in any civil or criminal investigation, or has had judgments entered in any civil matter,
judgments levied by any administrative or regulatory agency, or been convicted of any criminal
acts within the last 10 years.

(A-13) Indicate if the Applicant's customers will be able to access alternative toll service providers or resellers
via 1+101XXXX access.

X Yes No

(A-14) Ts applicant willing to post a Performance Bond? Please check appropriate box(s).

D For Long Distance Resellers, a $10.000 bond will be recommended for those resellers who collect
advances, prepayments or deposits.

D Yes No

If "No", continue to question (A-15).

D For Local Exchange Resellers, a $25,000 bond will be recommended.

D Yes No

If "No", continue to question (A-15).

D For Facilities-Based Providers of Long Distance, a $100,000 bond will be recommended.

D Yes [Zl No

If "No", continue to question (A-15).

D For Facilities-Based Providers of Local Exchange, a $100.000 bond will be recommended.

D Yes No

If "No", continue to question (A-15).

Note: Amounts are cumulative if the Applicant is applying for more than one type of service.

(A-15) IfNo to any of the above, provide the following information. Clarify and explain the Applicant's deposit
policy (reference by tariff page number). Provide a detailed explanation of why the applicant's superior financial
position limits any risk to Arizona consumers.

The tariff filed upon the approve of this application will read:
2.18 Deposits

(a) If the Customer cannot establish a satisfactory credit standing with the Company, the Customer shall make a
deposit before a service is furnished or continued. Such deposit shall be held as a guarantee for the payment of
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charges. The Company may require such a deposit, which may be in addition to an advance payment, if the
Company considers this action necessary to safeguard its interests. The deposit shall not exceed two-twelfths (2/12)
of estimated annual billings. At any time, at its option, or after twelve (12) months of service if the Customer has
not been delinquent in the payment of the Company bills, the Company may return the deposit or credit it to the
Customer's account. When a service is discontinued the amount of any applicable deposit will be applied to the
Customer's account and any credit balance remaining will be refunded.

(b) Interest on deposits held shall be accrued at the rate applicable to the Company's escrow account in which such
deposits.

(c) Upon termination of service, the Company shall return to the Customer the amount then on deposit plus accrued
interest, less any amounts due to the Company due to the Company by the Customer for service rendered on the
telephone account for which the deposit was collected.

(d) Any deposit, plus accrued interest, may be applied to the Customer's telephone account following completion of
twelve months' satisfactory payment The credit will be applied against service in the 13th and, if appropriate,
subsequent months once satisfactory credit is established. Upon the Customer's request, the refund shall be made in
the form of a check issued and mailed to the subscriber no fonger.

CloseCall has never defaulted on a deposit refund and will not rely on cash help from deposits to
finance its operations. Further, compared to its liquid assets, the expected deposit liability should
be covered many times over. CloseCall’s historic ability to manage its cash flow to meet it
operational needs, including deposit refunds, should serve as evidence enough of its superior
financial standing.

(A-16) Submit copies of affidavits of publication that the Applicant has, as required, published legal notice of
the Application in all counties where the applicant is requesting authority to provide service.

Note: For Resellers, the Applicant must complete and submit an Affidavit of Publication Form as Attachment
“C” before Staff prepares and issues its report. Refer to the Commission’s website for Legal Notice Material
(Newspaper Information, Sample Legal Notice and Affidavit of Publication). For Facilities-Based Service
Providers, the Hearing Division will advise the Applicant of the date of the hearing and the publication of legal
notice. Do not publish legal notice or file affidavits of publication until your are advised to do so by the Hearing
Division.

The Company will work with its documents processor to provide all necessary notification at the
Hearing Division’s request.

(A-17) Indicate if the Applicant is a switchless reseller of the type of telecommunications services that the
Applicant will or intends to resell in the State of Arizona:

D Yes No

If "Yes", provide the name of the company or companies whose telecommunications services the
Applicant resells.

(A-18) List the States in which the Applicant has had an application approved or denied to offer
telecommunications services similar to those that the Applicant will or intends to offer in the State of Arizona:

The Applicant has applied for and received authority to provide Local Exchange and Long
Distance Service in Delaware, Florida, Illinois, Indiana, Maryland, Michigan, New Jersey, New
York, Ohio, Pennsylvania, Texas, and Wisconsin.

Note: If the Applicant is currently approved to provide telecommunications services that the Applicant intends to
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provide in Arizona in less than six states, excluding Arizona, list the Public Utility Commission (“PUC”) of each
state that granted the authorization. For each PUC listed provide the name of the contact person, their phone
number, mailing address including zip code, and e-mail address.

(A-19) List the States in which the Applicant currently offers telecommunications services similar to those that
the Applicant will or intends to offer in the State of Arizona. The Applicant currently serves Local
Exchange and Long Distance customers in Delaware, Florida, Illinois, Indiana, Maryland,
Michigan, New Jersey, Ohio, Pennsylvania, and Wisconsin.

Note: If the Applicant currently provides telecommunication services that the Applicant intends to provide in
Arizona in six or more states, excluding Arizona, list the states. If the Applicant does not currently provide
telecommunications services that the Applicant intends to provide in Arizona in five or less states, list the key
personnel employed by the Applicant. Indicate each employee’s name, title, position, description of their work
experience, and years of service in the telecommunications services industry.

(A-20) List the names and addresses of any alternative providers of the service that are also affiliates of the
telecommunications company, as defined in R14-2-801.

American Fiber Networks, Inc.
PO Box 271 RD 2
Greenwood, DE 19950

B. FINANCIAL INFORMATION

(B-1) Indicate if the Applicant has financial statements for the two (2) most recent years.

X Yes D No

If "No," explain why and give the date on which the Applicant began operations.

(B-2) Include "Attachment D".
Provide the Applicant's financial information for the two (2) most recent years.
1. A copy of the Applicant's balance sheet.
2. A copy of the Applicant's income statement.
3. A copy of the Applicant's audit report.
4. A copy of the Applicant's retained earnings balance.
5. A copy of all related notes to the financial statements and information.

Note: Make sure “most recent years” includes current calendar year or current year reporting period.
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(B-3) Indicate if the Applicant will rely on the financial resources of its Parent Company, if applicable.

The Applicant has financed it growth independently from its founding in 1999 until it was
acquired October of 2004. It is still operated as a separate business entity and funds all aspects of
its operations through its own revenues.

(B-4)  The Applicant must provide the following information.

1. Provide the projected total revenue expected to be generated by the provision of telecommunications
services to Arizona customers for the first twelve months following certification, adjusted to reflect
the maximum rates for which the Applicant requested approval. Adjusted revenues may be
calculated as the number of units sold times the maximum charge per unit.

2. Provide the operating expenses expected to be incurred during the first twelve months of providing
telecommunications services to Arizona customers following certification.

3. Provide the net book value (original cost less accumulated depreciation) of all Arizona jurisdictional
assets expected to be used in the provision of telecommunications service to Arizona customers at
the end of the first twelve months of operation. Assets are not limited to plant and equipment. Items
such as office equipment and office supplies should be included in this list.

4. Ifthe projected value of all assets is zero, please specifically state this in your response.

5. Ifthe projected fair value of the assets is different than the projected net book value, also provide
the corresponding projected fair value amounts.

Please see Attachment E

C. RESOLD AND/OR FACILITIES-BASED LOCAL EXCHANGE TELECOMMUNICATIONS
SERVICES

(C-1) Indicate if the Applicant has a resale agreement in operation,

D Yes [Z’ No

If "Yes", please reference the resale agreement by Commission Docket Number or Commission Decision
Number,
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D. FACILITIES-BASED LONG DISTANCE AND/OR FACILITIES BASED LOCAL EXCHANGE
TELECOMMUNICATIONS SERVICES

(D-1) Indicate if the Applicant is currently selling facilities-based long distance telecommunications services
AND/OR facilities-based local exchange telecommunications services in the State of Arizona. This item applies
to an Applicant requesting a geographic expansion of their CC&N:

D Yes ‘X‘ No

If "Yes," provide the following information:

1. The date or approximate date that the Applicant began selling facilities-based long distance
telecommunications services AND/OR facilities-based local exchange telecommunications services
for the State of Arizona.

2. Identify the types of facilities-based long distance telecommunications services AND/OR facilities-
based local exchange telecommunications services that the Applicant sells in the State of Arizona.

If "No," indicate the date when the Applicant will begin to sell facilities-based long distance
telecommunications AND/OR facilities-based local exchange telecommunications services in the State of
Arizona:

The Applicant plans to offer both resold and facilities-based telecommunications service once it
has secured commercial contracts with it underlying carriers and has filed all necessary tariffs

with the Commission. Historical evidence suggests that the Applicant will start offering service

about 60-90 days after the approval of its Application.

(D-2) Check here if you wish to adopt as your petition a statement that the service has already been classified
as competitive by Commission Decision:

Decision # 64178 Resold Long Distance

Decision # 64178 Resold LEC

)( Decision # 64178 Facilities Based Long Distance
)( Decision # 64178  Facilities Based LEC
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E. FACILITIES-BASED LOCAL EXCHANGE TELECOMMUNICATIONS SERVICES

(E-1) Indicate whether the Applicant will abide by the quality of service standards that were approved by the
Commission in Commission Decision Number 59421:

B:‘ Yes '___' No

(E-2) Indicate whether the Applicant will provide all customers with 911 and E911 service, where available,
and will coordinate with incumbent local exchange carriers ("ILECs™") and emergency service providers to
provide this service:

KI Yes D No

(E-3) Indicate that the Applicant's switch is "fully equal access capable” (i.e., would provide equal access to
facilities-based long distance companies) pursuant to A.A.C. R14-2-1111 (A):

IZI Yes D No

04/14/04




I certify that if the applicant is an Arizona corporation, a current copy of the Articles of
Incorporation is on file with the Arizona Corporation Commission and the applicant holds a e
Certificate of Good Standing from the Commission. If the company is a foreign corporation or
partnership, I certify that the company has authority to transact business in Arizona. I certify that all
appropriate city, county, and/or State agency approvals have been obtained. Upon signing of this
application, I attest that I have read the Commission's rules and regulations relating to the
regulations of telecommunications services (A.A.C. Title 14, Chapter 2, Article 11) and that the
company will abide by Arizona state law including the Arizona Corporation Commission Rules. I
agree that the Commission’s rules apply in the event there is a conflict between those rules and the
company’s tariff, unless otherwise ordered by the Commission. I certify
knowledge the information provided in this Application and Petition is tru€

o

ed Representative)

7T /06

(Date)

THowr s WM AZ RS e
(Print Name of Authorized Representative)

Yessrosr 1
(Title)

SUBSCRIBED AND SWORN to before me this 92 day o , 0D ( 2

M,m\m)z

NOTARY PUBLIC

DAWN M. RO
Nutl::TARY PUBLIC STATE osFEMAHy, AND
My Commission Expires " commission Expires Augugt 1, 2009
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Office of the
CORPORATION COMMISSION

CERTIFICATE OF GOOD STANDING

To alf to whom these presents shall come, greeting:

§ Brian C. McNeil, Executive Director of the Arizona Corporation Commission, do hereby
certify that

***CLOSECALL AMERICA, INC.***

a foreign comporation organized under the laws of Delaware did obtain authorlty © transact
business in the State of Arizona on the 18th day of March 2005.

1 further certify that according to the records of the Arizona Corporation Commission, as
of the date set forth hereunder, the said corporation has not had its authority revoked for
failure to comply with the provisions of the Arizona Business Corporation Act, and that its
most recent Annual Report, subject to the provisions of A.R.S. sections 10122, 10123, 10-
125 & 10-1622, has been delivered to the Arizona Corporation Commission for filing; and
that the saki corporation has not filed an Application for Withdrawal as of the date of this
certificate.

This certificate relates only o the legal authority of the above named entity as of the date
{ssued. This certificate is not to be construed as an endorsement, recommendation, or
notice of approval of the entity's condition or business activities and practices.

IN WITNESS WHEREOF, | have hereunto set my hand and affixed
the official seal of the Arizona Corporation Commission. Done at
Phoenix, the Capital, this 1st Day of February, 2006, A. D.

- |




CLOSECALL AMERICA OFFICERS
Line Title Name Address
No. (@) _® )
1 President Thomas Mazerski 101 Log Canoe Circle, Stevensville, MD 21666
2 Secretary Richard Ramilal 12601 Afturian Court, Herndon, VA 20171
3
(etc.)

OWNERSHIP OF CLOSECALL AMERICA

Line No.] Stockholder Name Address Shares Held Votes Held | Total Par of Stated Value
(a) {b) (c) (d) (e) (f)
1 MobilePro Corp. 6701 Democracy Bivd., 1,000 100% 0.001
Suite 202, Bethesda, Md
2

CloseCall America, Inc. is a wholly owned subsidiary of MobilePro Corp. and is operated as separate business unit.




Attachment B
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CLOSECALL AMERICA, INC.

Financial Statements

Years ended December 31, 2003 and 2002 with Report of Independent Auditors
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CloseCall America, Inc.

Financial Statements

Years ended December 31, 2003 and 2002
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Report of Independent Auditors

Board of Directors and Shareholders
CloseCall America, Inc.

We have audited the accompanying balance sheets of CloseCall America, Inc. (the
Company) as of December 31, 2003 and 2002, and the related statements of operations,
shareholders’ equity, and cash flows for the years then ended. These financial statements
are the responsibility of the Company’s management. Our responsibility is to express an
opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the
United States. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide
a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of CloseCall America, Inc. as of December 31, 2003 and
2002, and the results of its operations and its cash flows for the years then ended, in
conformity with accounting principles generally accepted in the United States.

As discussed in Note 2 the 2002 financial statements have been restated.

St ¥ Mu_?

April 2, 2004
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CloseCall America, Inc.

Balance Sheets

Assets
Current assets:
Cash and cash equivalents
Restricted cash
Accounts receivable, less allowance of $372,315 and
$539,816 in 2003 and 2002, respectively
Unbilled accounts receivable
Inventory
Prepaid expenses and other current assets
Total current assets

Office furniture and equipment
Accumulated depreciation and amortization

Software development costs, net accumulated
amortization of $27,216

Intangible assets, net

Other assets

Total assets

December 31

2003 2002
(Restated —
see Note 2)
$ 1,649,470  § 3,348,001
860,000 260,000
1,484,364 1,452,345
2,012,292 1,605,621
13,382 23,605
614,085 34,071
6,633,593 6,723,643
625,306 327,500
(226,503) (132,416)
398,803 195,084
230,707 -
2,500 12,500
157,163 11,513
$ 7,422,766  $ 6,942,740
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Liabilities and shareholders’ equity
Current liabilities:
Accounts payable and accrued expenses
Deferred revenue
Current portion of capital leases
Customer deposits
Current portion of long-term debt
Line of credit
Total current liabilities

Long-term debt, less current portion
Capital leases, less current portion
Total liabilities

Shareholders’ equity:

Series A convertible preferred stock, $.10 par value;
5,500,000 shares authorized, issued and outstanding
(liquidation preference of $550,000)

Series B convertible preferred stock; $.01 par value;
5,000,000 authorized, issued and outstanding
(liquidation preference of $50,000)

Series C convertible preferred stock; $.01 par value;
21,000,000 shares authorized, and 13,438,682 shares
issued and outstanding in 2003 and 2002 (liquidation
preference of $8,063,210 in 2003 and 2002)

Common stock, $.0001 par value; 70,000,000 shares

authorized; 4,326,460 shares issued and outstanding in

2003 and 2002
Due from shareholders
Additional paid-in capital
Accumulated deficit
Total shareholders’ equity
Total liabilities and shareholders’ equity

See accompanying notes.

0402-0511980-BAL

December 31

2003 2002
(Restated —
see Note 2)
$3,892,812  §$2,963,335
777,744 649,023
7,696 -
98,786 75,652
55,054 -
— 1,041,290
4,832,092 4,729,300
155,036 -
34,276 —
5,021,404 4,729,300
550,000 550,000
50,000 50,000
134,387 134,387
433 433
(100) (100)
8,171,336 8,147,076
(6,504,694) (6,668,356)

2,401,362 2,213,440
$ 7,422,766  $ 6,942,740




CloseCall America, Inc.

Statements of Operations

Year ended December 31

2003 2002
(Restated —
see Note 2)
Service revenues $ 24,353,746 $ 20,725,013
Cost of revenues 13,742,826 11,117,699
Gross profit 10,610,920 9,607,316
Operating expenses:
Salaries and benefits 2,873,754 2,660,499
Depreciation and amortization 131,303 77,332
Advertising and promotion 3,180,974 2,869,831
Rent 193,924 131,508
Communications 744,451 736,003
Legal 449,124 228,748
Administrative fees 1,661,360 1,524,903
Bad debts 587,321 817,202
Other 536,686 501,547
Total operating expenses 10,358,897 9,547,573
Income from operations 252,023 59,743
Other income (expense):
Other expense (104,435) -
Interest expense 8,377 (41,360)
Interest and investment income 24,451 52,098
(88,361) 10,738
Net income $ 163,662 $ 70,481

See accompanying notes.
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CloseCall America, Inc.

Statements of Cash Flows

Operating activities
Net income

Adjustments to reconcile net income to net cash provided by

operating activities:

Depreciation and amortization

Non-cash compensation expense

Bad debts

Other

Changes in operating assets and liabilities:
Accounts receivable
Unbilled accounts receivable
Inventory
Prepaid expenses and other current assets
Accounts payable and accrued expenses
Deferred revenue
Customer deposits

Net cash provided by operating activities

Investing activities

Purchases of property and equipment
Proceeds from sale of fixed assets
Software development costs

Increase in other assets

Change in restricted cash

Net cash used in investing activities

Financing activities

Proceeds from stock options exercised

Proceeds from issuance of Series C preferred stock
Proceeds from issuance of short-term debt
Repayments of short-term debt

Payments on capital leases

Net cash provided by (used in) financing activities
Net change in cash and cash equivalents

Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year

See accompanying notes.
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Year ended December 31

2003 2002
(Restated —
see Note 2)
$ 163,662 $ 70,481
131,303 77,332
24,260 42,635
587,321 817,202
- 3,542
(619,342) (1,822,836)
(406,671) (380,377)
10,223 (23,605)
(580,014) 19,351
929,477 838,542
128,721 384,637
23,134 56,585
392,074 83,489
(253,996) (124,365)
- 3,000
(257,923) —
(145,650) -
(600,000) 90,000
(1,257,569) (31,365)
- 200
- 34,375
245,312 820,581
(1,076,510) (129,307)
(1,840) (2,249)
(833,038) 723,600
(1,698,533) 775,724
3,348,001 2,572,277
$ 1,649,470 $ 3,348,001




CloseCall America, Inc.

Notes to Financial Statements
December 31, 2003

1. Organization and Summary of Significant Accounting Policies
Organization

CloseCall America, Inc. (the Company) was incorporated in Maryland on March 1, 1999.
The Company provides telecommunication services to targeted businesses and consumers
on community calls for which they previously paid local tolls or long-distance fees.
Services include local, long-distance and wireless calling, Internet access and paging.

Risks and Uncertainties

Future results of operations involve a number of risks and uncertainties. Factors that
could affect future operating results and cash flows and cause actual results to vary
materially from historical results include, but are not limited to:

Increased price competition in local and long-distance services and overall
competition within the telecommunications industry.

Changes in government policy, regulation and enforcement or adverse judicial or
administrative interpretations and rulings relating to regulations and enforcement,
including, but not limited to, changes that affect the continued availability of the
unbundled network element platform of the local exchange carrier’s network.

«  Attrition in the number of end users.
Interruption in the Company’s network and information systems.
Use of Estimates

The preparation of financial statements in conformity with accounting principles
generally accepted in the United States requires management to make estimates and
assumptions that affect the amounts reported in the financial statements and
accompanying notes. Actual results could differ from those estimates.
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CloseCall America, Inc.

Notes to Financial Statements (continued)

1. Organization and Summary of Significant Accounting Policies (continued)
Cash and Cash Equivalents

The Company considers all highly liquid investments with maturities of three months or
less when purchased to be cash equivalents.

Restricted Cash

The Company is required to maintain letters of credit collateralized by cash as additional
security for the performance of obligations under certain service agreements. The cash
collateral is restricted and is not available for the Company’s general working capital
needs. The letters expire in 2004. At December 31, 2003 and 2002, the restricted cash
was $860,000 and $260,000, respectively.

Concentration of Credit Risk

The Company maintains its cash and cash equivalents in bank deposit accounts, which at
times may exceed federally insured limits. The Company generally does not have a
significant concentration of credit risk with respect to trade accounts receivable, due to
the large number of end users comprising the Company’s customer base.

The Company receives a substantial amount of its telecommunications services from one
vendor. This vendor represented 42% and 56% of cost of revenues for the years ended
December 31, 2003 and 2002, respectively. As of December 31, 2003 and 2002, accounts
payable to this vendor was $1,026,937 and $744,325, respectively.

Accounts Receivable

Accounts receivable are generally due within 30 days and collateral is not required. The
Company maintains an allowance for doubtful accounts for estimated losses resulting from the
inability of its customers to make required payments to reduce accounts receivable and
unbilled receivables to their expected net realizable value. The Company estimates the
amount of the required allowance based on a specific analysis of past due balances and by
analyzing historical bad debt trends. Past due status is based on how recently payments have
been received by customers. Actual collection experience has not varied significantly from
estimates, due primarily to credit policies and collection experience.
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CloseCall America, Inc.

Notes to Financial Statements (continued)

1. Organization and Summary of Significant Accounting Policies (continued)
Unbilled Accounts Receivable

Unbilled accounts receivable represents amounts due from customers for which billing
statements have not been generated and sent to the customers.

Inventory

Inventory consists of wireless phones, parts and accessories held for resale recorded at
the lower of first-in, first-out cost or market.

Property and Equipment

Property and equipment is stated at cost. Depreciation is computed using the straight-line
method over the estimated useful lives of the related assets, which range from 3 years for
certain computer equipment and software to 7 years for furniture and fixtures and
telephone equipment.

Computer Software Development Costs

The company capitalizes computer software developed for internal use and amortizes
these costs over an estimated useful life of 5 years.

Revenue Recognition

The Company derives its revenues from local, long-distance and wireless calling, Internet
access and paging. The Company recognizes revenue from these services in the period in
which subscribers use the related service.

Deferred revenue represents the unearned portion of local, wireless and Internet services
that are billed one and two months in advance, respectively.

When providing wireless service to its customers, the company typically enters into a 24
month contract with these customers. Revenue for these contracts is not earned until the
service is provided to the customer. At December 31, 2003, unearned wireless contracts
totaled $1,928,790.
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CloseCall America, Inc.

Notes to Financial Statements (continued)

1. Organization and Summary of Significant Accounting Policies (continued)
Advertising and Promotion

The Company’s policy is to expense the cost of advertising as incurred. Advertising and
promotion includes costs related to both radio and print media, including magazines,
newspapers and industry publications. Advertising and promotion expense was
$3,180,974 and $2,869,831 for the years ended December 31, 2003 and 2002,
respectively.

Income Taxes

The Company provides for income taxes using the liability method. Under this method,
deferred tax assets and liabilities are determined based on differences between the
financial reporting and tax basis of assets and liabilities and are measured using the
enacted tax rates and laws that will be in effect when the differences are expected to
reverse.

Stock-Based Compensation

The Company has one stock-based employee compensation plan, which is more fully
described in Note 9. The Company records compensation expense for all stock-based
compensation plans using the intrinsic value method prescribed by APB Opinion No. 25,
Accounting for Stock Issued to Employees (APB No. 25) and related interpretations.
Under APB No. 25, compensation expense is recorded over the vesting period to the
extent that the fair value of the underlying stock on the date of grant exceeds the exercise
or acquisition price of the stock or stock-based award. If the Company had applied the
provisions of Financial Accounting Standards Board Statement No. 123, Accounting for
Stock-Based Compensation (Statement 123), to stock-based employee compensation
using the minimum value method rather than the intrinsic value method, the resulting
stock compensation expense would have been insignificant to the reported net income for
the years ended December 31, 2003 and 2002. The minimum value method calculates the
fair value of options as the excess of the estimated fair value of the underlying stock at
the date of grant over the present value of both the exercise price and the expected
dividend payments, each discounted at the risk free rate, over the expected life of the
option.
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CloseCall America, Inc.

Notes to Financial Statements (continued)

1. Organization and Summary of Significant Accounting Policies (continued)
Stock-Based Compensation (continued)

The Company records compensation expense for stock options granted to consultants at
the fair value of the services received or the fair value of the stock options issued,
whichever is more reliably measurable. For option grants for which the fair value of the
stock options is more reliably measurable than the fair value of the services received, the
fair value of the stock options is measured at the measurement date using the Black-
Scholes option valuation model. The measurement date is the date at which a
commitment for performance to earn the equity instruments is reached or the date at
which the performance is complete, whichever is earlier.

2. Restatement

During 2003, the Company discovered an error in recording deferred revenue on
telecommunication services at December 31, 2002. The impact of this error was to
overstate service revenues by $274,684 in the 2002 statement of operations and to
understate deferred revenue in the 2002 balance sheet. The accompanying financial
statements have been restated to reflect the correction of this error.

3. Supplemental Disclosure of Cash Flow Information

The Company paid interest of $11,832 and $37,905 for the years ended December 31,
2003 and 2002, respectively. The Company has not paid any income taxes to date.

In 2001, the company leased certain equipment under a capital lease agreement. In 2002,
the capital lease was cancelled and converted to an operating lease. The Company
recorded a noncash loss from the cancellation of the capital lease of $3,542.

4. Shareholders’ Equity
Common Stock
The Company is authorized to issue 70,000,000 shares of common stock. Each share of

common stock shall entitle the holder to one vote on all matters upon which shareholders
are entitled to vote.
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CloseCall America, Inc.

Notes to Financial Statements (continued)

4. Shareholders’ Equity (continued)
Preferred Stock
The Company is authorized to issue 31,500,000 shares of preferred stock.

Series A convertible preferred stock (Series A) is superior to common as to redemption,
payment upon liquidation, and dividends. Dividends are not cumulative and there is a
mandatory conversion to common stock upon payment of dividends aggregating the par
value of the underlying stock or upon the Company filing a registration statement and the
registration statement being declared effective by the Securities and Exchange
Commission (SEC). The Series A holders may convert their shares at any time at the rate
of one share of common stock for each share of Series A, subject to certain adjustments.

Each share of Series A entitles the holder to one vote on all matters upon which the
shareholders are entitled to vote.

Series B convertible preferred stock (Series B) is on parity with Series A as to voting
rights, preference on redemption and payment upon liquidation. Dividend payments for
Series B are paid based on a ratio of one to every ten shares of Series A. Dividends are
not cumulative. The Series B also carries a mandatory conversion to common stock upon
payment of dividends aggregating the par value of the underlying stock or upon the
Company filing a registration statement and the registration statement being declared
effective by the SEC. The Series B holders may convert their shares at any time at the
rate of one share of common stock for each share of Series B.

Series C convertible preferred stock (Series C) is on parity with Series A and B as to
voting rights and preference on redemption. Dividend payments for Series C are paid
based on a ratio of one to every sixty shares of Series A. Dividends are not cumulative.
Upon liquidation, Series C holders will receive $0.60 per share. The Series C also carries
a mandatory conversion to common stock upon the completion of an initial public
offering with net proceeds in excess of $7,500,000 at a minimum offering price of $1.20
per share. The Series C holders may convert their shares at any time at the rate of one
share of common stock for each share of Series C.
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CloseCall America, Inc.

Notes to Financial Statements (continued)

4. Shareholders’ Equity (continued)
Preferred Stock (continued)

During 2000, in connection with the issuance of the Series C stock, 2,680,861 warrants
(valued at $1,233,196) were issued to the placement agent. The stock purchase warrants
issued in connection with the Series C expire the earlier of 10 years after their date of
issuance or three years after the closing of an initial public offering, with an exercise
price of $0.60 per share.

The Company has reserved the following shares as of December 31, 2003:
2,680,861 shares of Series C to be issued upon the exercise of warrants

« 2,516,676 shares of common stock to be issued upon the exercise of options
granted

5,500,000 shares of common stock to be issued upon conversion of Series A
5,000,000 shares of common stock to be issued upon conversion of Series B

« 16,119,540 shares of common stock to be issued upon conversion of Series C
(including outstanding Series C warrants)

5. Line of Credit

During 2001 the Company entered into a working capital line of credit agreement for a
maximum borrowing amount of $2 million. The loan bears interest, payable monthly at
the one-month LIBOR rate plus 2.2% (3.6% at December 31, 2002). The Company
pledged cash on deposit with the bank as collateral for the loan. As of December 31,
2002, $1,041,290 of the line of credit was outstanding. The line of credit was repaid
during 2003.
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CloseCall America, Inc.

Notes to Financial Statements (continued)

6. Long Term Debt
Long term debt consists of the following:

Note payable to Bank, due $4,317 per month, including interest at

Note payable to Bank, due $1,000 per month, including interest at 6%,
and maturing September 2008; secured by the vehicle.

Less: Current maturities

Principal maturities of long term debt are as follows:

Year ending December 31

4.3%, and maturing April 2007; secured by cash pledged as collateral.

$ 160,579

49,511

210,090
(55,054)

$ 155,036

2004 $ 55,054
2005 57,642
2006 60,353
2007 28,265
2008 8,776

$ 210,090

7. Leases

other leases.
capitalized at December 31, 2003:

Computer and mailing equipment
Less accumulated amortization

0402-0511980-BAL

In 2003, the company leased certain equipment under capital lease arrangements. The
Company also leases a building and various equipment under noncancelable operating
leases. The building lease expires in 2007 and contains options to renew for additional
terms of two years at the prevailing market rate. The equipment lease expires in 2007. In
the normal course of business, operating leases are generally renewed or replaced by

Property and equipment includes the following amount for leases that have been

$ 43,812
(3,129)

$ 40,683
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CloseCall America, Inc.

Notes to Financial Statements (continued)

7. Leases (continued)
Amortization of leased assets is included in depreciation and amortization expense.

Future minimum payments under noncancelable operating leases with initial terms of one
year or more consist of the following for the years ending December 31:

Capital Operating

Leases Leases
2004 $ 10,508 $ 255,255
2005 10,508 258,956
2006 10,508 262,671
2007 10,508 47,034
2008 7,882 —
Total minimum lease payments 49,914 $ 823,916
Less: Amounts representing interest (7,942)
Less: Current portion (7,696)
Long term capital lease obligation $ 34,276

8. Income Taxes

Deferred income taxes reflect the net tax effects of temporary differences between the
carrying amounts of the assets and liabilities for financial reporting purposes and the
amounts used for income tax purposes. Significant components of the Company’s net
deferred tax assets (liabilities) are as follows:

December 31

2003 2002
Deferred tax assets:
Allowance for bad debts $ 143,788 § 208,477
Charitable contributions 7,242 -
Officer bonus accrual - 10,361
Net operating loss carryforwards 2,320,147 2,310,322

2,471,147 2,529,160
Deferred tax liabilities:

Depreciation of fixed assets (50,415) (22,943)
Total net deferred tax assets 2,420,762 2,506,217
Valuation allowance (2,420,762) (2,506,217)
Net deferred taxes $ - 3 —
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CloseCall America, Inc.

Notes to Financial Statements (continued)

8. Income Taxes (continued)

The Company has net operating loss carryforwards for income tax purposes of

approximately $6,007,631 at December 31, 2003 which expire beginning in 2015. The
Company’s reported income taxes in 2003 and 2002 varied from the amount calculated
by applying the federal statutory income tax rate to pretax net loss due principally to
permanent differences and the recording of a valuation allowance against the Company’s

net deferred tax assets.

9. Stock Options

The Board of Directors has authorized the grant of nonqualified options to purchase up to

3,000,000 shares of common stock to eligible employees, nonemployees and directors of

the Company. A summary of stock option activity and related information for the years
ended December 31, 2003 and 2002 is as follows:

Outstanding—beginning of year
Granted

Exercised

Forfeited

Outstanding—end of year

Exercisable at end of year

Weighted-average fair value of
options granted during the year

Weighted-average remaining
contractual life of outstanding
options (years)

Range of exercise prices

0402-0511980-BAL

2003 2002
Weighted- Weighted-
Average Average
Exercise Exercise
Options Price Options Price

2,781,676 $0.39 1,818,396 $0.37
425,000 0.75 1,399,000 0.44
- - (20,000) 0.01
(690,000) 0.50 (415,720) 0.51
2,516,676 $0.42 2,781,676 $0.39
1,564,176 $0.52 1,391,675 $0.55
$ - $0.03

$8.10 $8.78

$0.01 — $0.75
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CloseCall America, Inc.

Notes to Financial Statements (continued)

9. Stock Options (continued)

Weighted-
Weighted- Average Weighted-
Average Remaining Average
Exercise Contractual Exercise
Prices of Life of Prices of
Exercise Options Outstanding Outstanding Exercisable Exercisable
Prices Outstanding Options Options Options Options
$0.01 59,026 $0.01 7.32 49,026 $0.01
0.20 375,000 0.20 8.49 187,500 0.20
0.50 1,307,650 0.50 7.44 905,150 0.50
0.75 775,000 0.75 9.08 422,500 0.75

The options vest over periods ranging from zero to twenty-four months. The options
expire ten years from the date of issuance.

10. Retirement Plan

In 2003, the Company began a defined contribution retirement plan, which allows
substantially all employees of the Company to contribute a percentage of their
compensation and also provides for certain matching and other discretionary
contributions. The Company’s matching contribution to the plan in 2003 was $67,747.

11. Commitments and Contingencies

The Company has a purchase commitment with a service provider to purchase a
minimum of $250,000 of local and long distance access a month through April 2006.

In the ordinary course of business activities, the Company may be contingently liable for
litigation and claims from customers, suppliers and former employees. Although it is not
possible to accurately estimate the extent of potential costs and losses, if any,
management believes, but can provide no assurance, that the ultimate resolution of such
contingencies would not have a material adverse effect on the financial position of the
Company.
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Certified Public Accountants

Gibbsboro, New Jersey, . 2 [« li A N
May 20, 2005




MOBILEPRO CORP. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

MARCH 31, 2005 AND 2004 - .

ASSETS

2005

2004

CURRENT ASSETS
Cash and cash equivalents $
Restricted cash
| Acgountsreceivable,net, .. .. .
_ .Investments, at cost . S
o Prqmdexpensesangothercmrentasseu

4,669,787
429,954

12658313
450,000
2,061,697

§1,955607
139,553

10983 .

Total Current Assets

20,269,751

seatl o, R o

Fu&ed asseu,rnct of depreclatmn

et

NI

" OTHER ASSETS " e ST
_ Other assets , ' N
. Deferred ﬂnancmg fees, net of amortization
. Customerhsts,net of amortization _
’ 'fntmgﬂ!le assets, net of amortization, , o
Goodwill, net of impairment ’

YL

13,193,056

1,277,897

1,026,667

S B U % 1%
3,343,628

33,597,621

2 106 143
) TAVL oL
136498 R

2837

i

1,112,695

39,360,124 "

SRS S

£ 115,532 )

TOTAL ASSETS ' $ 72,822,931

The accompanying notes are an integral part of the consolidated financial statements.
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MOBILEPRO €ORP. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS (CONTINUED)
'+ 3+ -+ MARCH31,2005AND. 2084 - . :

LIABILITIES AND STOCKHOLDERS' EQUITY (DEFICIT) i

, . 2008 2004
CURRENT LIABILITIES
Current portion of long-term debt and notes payable $ 19,035,263 s, 63,633 .
Notes payable under the Standby Equity Distribution Agreement 6,500,000 ’
Notes payable under the Equity Lme of Ctednt - ,1},800*000
Deferred revenue e 3,470,731 58,202
Accounts payable andaccruedexpenses 19,863..088:7; v an989,819
Total Cuirent Lisbilitis o7 awse0,082 ,;; é,':,i'11654
LONG-TERMI,IABILI'I‘IES - N
Long-termdebtagdnotespayable,mtofcmemmsumtws 999,196 . _, . 560,200 .
Total Lnng-Term Liabilitles " ﬁ,w : §§9,196 !56‘0,500‘_
o » Fur aled Googyean !
TOTAL LIA‘B]LITIES S - 49!,868,278 e 3,071,854
o R SR SRS (1 A BT TR e N

STOCKHOLDERS' EQUITY (DEFICIT)
Preferred stock, $.001 par value, 5,035,425 shares authorized AT SR

and 35,378 shares issued and outstanding at March 31, 2005 and 2004 35 R
Common stock, $.001 par value, 600,000,000 shares anthorized o T
and 355,918,011 and 220,493,159 shres issued and cutstanding L
at March 31, 2005 and 2004 . ‘ 355,918 , 220,493
Additiona} paid-in capital e 43,195250 . 15,902,619
Accumulated deficit - - S 21,196,550) (15 836,628)
Minority interest y 600000 -
Total Stockholders' Equity (Deficit) 22954653 286319

TOTAL LIABILITIES AND STOCKHOLDERS'EQUITY EFICI) * * * " g 72820931 “'s 3358173 V7

R .

The accompanying notes are and integral part of the consolidated financial Statements.
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MOBILEPRO.CORP. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS. OF OPERATIONS
FOR THE YEARS ENDED MARCH 31,2008 AND 2004

N IR L T IS t]

B . 2005 2004

REVENUES S 46508144 § . 311355

B P MR

COSTS OF REVENUES " * " S .. 1Y RS 11
GROSSPROFIT 23956308 © 7" iog uo& e

corLk T N T

I AR 1 T X L

OPERATING EXPENSES
Professional fees andcompensatlon expenses 12,555,710 _. 1,577,782
Adveitisinig and marketihg expénses 1,610,285 G 36 908
Research and development costs 30,324 - 1,620 .
Generalandadnnmshauveexpenses , 10018208 70 “"{36599*‘ e
Officsvent and experibes IR /¥ L SRR L %s“liz e v
Travel and entertainment expenses 243,758 48,020
Depreciafion and amortization - - 2067213+ B gl !

Total Operating Expenm 27,478,063 1 97‘7!1_58 R

* LOSS BEFORE OTHER INCOME (EXPENSE) (3,53.1',15,5),' o ;”‘g,zgsf-,xvm;__‘,

*

Y IR ‘.1.,."=x T e e

Ji-’,.»a)l Host

OTHER INCOME (EXPENSE) ,
Antortization of discount and interest on conversion of débt o @, 150) .
Interest income et 17,210 B .
Other income s A § S - ot ,
Interest pxpense (1 591,7122 - 901 ’21,3§o o

'IptlIOther Income @qum) (1,838,563) ’;374!@‘5)]’ . - o

NET LOSS BEFORE PROVISION ‘FOR INCOME TAXES (5,359,722) (2,157,'844)
Provxslonformcomemxes . s LN

s T LSt Bt en 1o 4 oA S

NETLQ§S APPLICABLE I‘O COMIMON SHARE& AL ST Y e !5‘32.93722!.‘ B ‘2,157,844!_.} R

'r....-c-"

NET LOSS PER BASIC AND DILUTED SHARES $ (0.02) $ (0.02)

WEIGHTED AVERAGE NUMBER OF COMMON
SHARES OUTSTANDING 289,933,904 111,591,658

Theaccompanying notes ate an'integral part of the consolidated financial statements, -
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MOBILEPRO CORP AND SUBSIDIARIES
mmnkmorcmaimsmcnmmnémmdmm
: mmmmmzmmmm v
BALANCE - MARCH 31, 2003 Js.m 3 35 -mr 's'%‘ $ 11,538,979 _’_y_-_m___ % ?"%,%79‘5
Shures issued as compensation - - 350,000 350 8,400 . - 8,750
Shares issusd under MOU agrecment - - 3,500,000 3,500 64,750 . . @250
Shares issuad in conversion of ddbentures . - 161087 16,431 190,454 . - 206,585
Share ssued i comverson of advances . - mesen 17,058 e . . 189,000
Stares sved 2 soquisition of DFW It Srvios, . - - 1876176 W@ B2 A 280,000 '. '
Shares isued uoder $10 wllisa Equiy Lins of Credit - - BASAS 1348 3322240 . . 3436757
Accounts payable settiements with vendors - . - . e - . 4616
Mot lows foe the year endod March 31, 2004 S - . . . . . _@.E‘L__l _ i
BALANCE - MARCH 31, 2004 : 831 35 2204931% 120498 15902619 S assems) 286319
Shares osned under $14 milion Equity Lin of Crait ' . - 10000000 10000 4Bl - - agnm
Sharo ioed orsaant 6 eoment agpeement . - 200000 0w SO T e
Shares iesued for servioes relaied 1o S8B.2 fling . .« B000000 8,000 1,752,000 e e n L S0
Shares levand for casl:* . . . ane a asm . . st . 239
Shares issuod for consulticy . - . 100,000 100 * 14900 o 15,000
Stare imued b cadh o . - 200000 200 56,000 : T mp00°
Stares sson o acquiion, o ShsoveNe, I, - . mae m us,n_zi"}_"_ o ' <7 woom
Sharssissedforomh ., . - - _ . . 25,000 2 2 - 2,50
mwhwdmrm w0 . . 500000 5000 . .. 500
Shaces issued in acquitition of CloseCall Americs, Ine, ' - < 3999999 40,000 9,960,000 . - 10,000,000
Warrauts issued i acculiton of Duvel Commmications, Toc. .. - . - - amgee” o e er 133,500
Terminsted put agreement with prior Affnity Telecom sharebolders - . . - 955,000 c e 000
Suares lomued for consuting, o . . 500,000 500 15500 ' 7.' 7 . ’ - ’ 16,000
sn-mmunqwm«qmww-wu.m. S - - 1,500,000 1500 20850 - . 300,000
Terminsted put sgrecinent with prior DFW Interaet Services, Inc. sharcholders - - . - 250,000 N v o, 250,000
Shares issued under 3100 ilion Swndby Equity Distribution Agreemcat, - - 65000000 63,000 9212366 . - 9,347,366
Minolty Inteses in Devel scquisition Ca . . - - Lo e 600,000
Net ot theyene 3T it 1, 2008 P - - . - T sammn  gamma
SALANCE - MARCH 31, 2008 33T S 38 33OISOU § ISSOIR 1S A1, S (00000 SGLISINO) § 295465y
T S e, i
. + PN it o ’ ’

The accompanying notes are an integral part of the consolidated financial statements. -
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MOBILEPRO CORP. AND SUBSIDIARIES , .
CONSOLIDATED STATEMENTS OF CASH FLOWS

RN

2005 2004
CASH FLOWS FROM OPERATING ACTIVITIES e
Net loss _$(5,359,722) $ (2,157,844)
Adjustments to reconcile net loss to net cash provided by o
(used in) operating activities: : v
Depreciation and amortization 2,067,213 - 21,000
Common stock issued for services and compensation 31,000 77,000 ..
Investments received for miscellaneous services . (450,000) et
Amorhzauon of discount and interest on conversion of debt ' 375,150 353 ,342,
Chaiigies in assets and Habilities o
(Increase) decrease in other current assets 916,786 (1,465)-
(Increase) decrease in accounts receivable (307,335) 17,215, ,
(Increase) in other assets (384,910) -
Increase (decrease) in deferred revenue 609,979 (8,222)
Increase (decrease) in accounts payable and S
“and accrued expenses 3,155,408 (647,536)
Total adjuslments 6,013,291 ~: (188, 666)
Net cash provided by (used in) operating activities 653,569 . . (4346,510)
CASH FLOWS FROM INVESTING ACTIVITIES
Cash paid for acquisitions (32,960,500) (350,000)
Cash received in acquisition of subsidiaries  * 5,827,223 - 47,756
Acquisition of intangible assets , €1,192,608) e
Capital expenditures, net _(2,109,338) (999)
Netmh(uml in) investing acﬂvlﬁes (30,435,223) (3033‘ J
CASH FLOWS FROM FINANCING ACTIVITIES.. "= et L
Proceeds from common stock issuances 84,499 -
Borrowings under the equity line of credit, the standby equity
distribution agreement and other convertible debentures 17,700,000 4,785,000
Payments of other convertible debentures - (50,000)
Change in convertible debentures - officers, net _ - (97,617)
Proceeds (payments) of long-term debt, net 14,711,335 (38,738)
Net cash provided by financing activities 32,495,834 4,598,645

The accompanying notes are an jntegral part of the consolidated financial statements, -
F-6
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- .. MOBILEPRO CORP. AND SUBSIDIARIES |
. CONSOLIDATED STATEMENTS OF CASH FLOWS (CONTINUED)
mammmmxnmcnsl,zoosmzm
,'v 3 s 153 (¥}
2005 © 2004
. NETINCREASE IN » R e
. CASH.AND CASH EQUIVALENTS , 2,,714,180_ 1,9_48,_8_92
CAsnANDCAsnEQUIVALENTs-» . y T :
BEG]NNINGOFYEAR e . 1955507 o 6715
CASH AND CASH EQUIVALENTS - ENDOFYEAR o . s 4669787 s 1955607
SUPPLEMENTAL DISCLOSURE, OF CASH FLOW

S INFORMATION: o ST e e
B Cashpmddunngtheyearformterest T o w3 833,050 'S -
SUPPLEMENTAL DISCLOSURE OF N ONCASH .

Voo Issumceofwmmonstockfor Cn e : . P
: - Conversion of noteg paynbletocommonstock S oo 813,000,000 $.3,145,000
" Conversion of oflier convertible debentures - 1 - ¢ . S o 8 206,585
“ Conversion of advances andpa&ablestocommon stock’ S 3 563,616
Deferred financing fees paid in commrion stock o "$ 1,760,000 ° $ .
. Acquisition of DFW Internet Services, Inc, . B ML $ 500,000
Liability for common stock to be issued - 3300000 . §. A
Assignment of bridge debentures reegwable ” 3 1300_03000 ; 3 S
. Goodwill recorded in acquisitions 1 _!F 3j2i785,618 s 525,185
t30
AR 3. 4 ; t
1 ]
1 -

The accompanyingnotesareanintegmlpax?ofth‘e consolidated financial statements. '
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| M°”“i5’s" ocom, ANDFUFSWIAB!ES
” . NOTESTO ¢ g LIDATED FINANCIAL STATEMENTS | .
g H31, 2005 AND 2004, '
NOTE 1- ORG TIO) BASIS OF ATION
v Mobi]epro Corp., a Delaware corporation, as of June 1, 2001 merged into Craftclick.com, Inc. with Craftclick being the

sumvmg corporation and the Certificate of Incorporation and By-Laws of Craficlick being the constituent documents of the
survwmg co:poratton. In July 2001, the Company changed its name to Mobilepro Corp. (“Mobilepro” or “ Company™).

On March 21, 2002 Mobllepro entered into an Agreement and Plan of Merger with NeoReach, Inc. (“Neoreach"), a pnvate
Delawire company, pursuant to which a newly formed wholly owned subsidiary of Mobilepro merged into NeoReach in a
tax-free transaction. NeoReach was a development stage company designing, developing and deploying various wireless
technologies and solutions. The merger was consummated on April 23, 2002.As 2 result of thie inerger, NeoRedach became a
‘wholly owned subsidiary .0f Mobilepro. On April 23, 2002, the Company issued 12,352,129 shares of its‘cofimon stock and
no cash pursuant to the Agreement, The Board of Directors determined the consideration to be a fair compensation to the
NeoReach sharcholders: The issped shares were valued at a fair value of 86,546,628, based on-the lass trading price of $0.53
‘per share and assuining thiefe Wis actual active trading of the stock at that time.

On March 12, 2003, the Company aniended its Certificate fIncétgpo% . and‘ uant to a board resolm;on, mcreased the
authorized level ofcom;ngn stock from 50,000,000 to 600,000,000. The Board of Directors of the Company subsequently
authorized ‘an increase- iii.the-number of shares authorized under its 2001 EqmtyPe‘rfommcePlaﬁﬁ'om 1,000,000 to
6,000,000.

BOAhe RO G L e o SR L 1 1
On January 19, 2004, the Company consummated a Stock Purchase Agreement with DFW Intemet Sefvxces, Inc. A newly
formed, wholly-owned subsxdlary of Moabilepro merged into DFW Internet Services, Inc: in a tax-free exchange transaction.
_A#’a result of the mergér, DEW.Internet Services, Inc. is now a wlolly owned: subsidiary of Mobilepro. In March 2004, the
"Compeny issued 18,761,736 ‘shares’of common stock to the holders ‘of DFW. Internet Services, Inc. in & share:exchange for
"100% of DFW Intérhet S@iviges; Inc. common stock. The issued shares were valyed at a fair value of; $500,000 based on the
- average 20-day closmgpnee ($0”92665 per share) prior to January 19, 2004

E R Aty R R YT TR st

RIK —-qx:

In Match 2004 DEW, Intemet Semces, Inc. acquired Internet Express, Im: ‘an Intemet service prov1der in southeast Texas,
_for$650000mcashand' issory notes. " B T T

. " XTI
In April 2004, DFW,Iﬁtgthjet"S‘emces, Inc. acquired August.net Servxces LLC an Intemet savxce ptowder in Texas for
$1,730;000 in cash arid prortissoty notes.

In June 2004, DFW Internet Services, Inc. acquired ShreveNet, Inc., an Internet service provider in Louisiana for $1,250,000
in cash and common stock. The issued shares were valued at a fair value of $190,000 based on the average 20-day closing
price (30.2162 per share) prior to June 3, 2004, The Company issued the common stock in August 2004,

In June 2004, DFW Internet Services, Inc. acquired certain assets of Crescent Communications, Inc., an Internet seivice
provider in Houston for $1,194,767 in cash and a promissory note.

In June 2004, the Company acquired US1 Telecommunications, Inc., a long distance provider in Kansas, for $200,000 in
cash and conditional promissory notes.

In July 2004, DFW Internet Services, Inc. acquired Clover Computer Corporation, a Coshocton, Ohio-based Internet services
provider with operations in several Ohio cities, for $1,250,000 in cash and promissory notes.

In July 2004, DFW Internet Services, Inc. acquired Ticon.net, a Janesville, Wisconsin-based Internet service provider with
operations in Janesville and Milwaukee, for $1,000,000 in cash and promissory notes.

In August 2004, the Company acquired Affinity Telecom, a Michigan-based Competitive Local Exchange Carrier (“CLEC™)
and long distance carrier. The Company paid $3,440,000 in cash, notes, and a convertible note. The Agreement and Plan of
Merger by and between the Company and Affinity Telecom was amended as of December 2004 due to certain disputes
regarding the financial condition of Affinity Telecom. The Amendment resulted in a reduction in the aggregate consideration
the Company paid by approximately $927,000.

In August 2004, DFW Internet Services, Inc. acquired the customer base, corporate name and certain other assets of Wch
One, Inc., a Kansas City, Missouri-based Internet service and web-hosting provider for $2,000,000 in cash and common
stock. InMarchZOOS asubsequentpostclosmgadjusunentremﬂwdmtheCompanymcogmzmgareductmnmthe
aggregate consideration the Company paid by $40,000. R .

F~8'
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NOTE 1-

NOTE2- -

MOBILEPRO/CORP. AND SUBSIDIARIES
NOTES TO'CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
MARCH 31, 2005 AND 2604

In September 2004, DFW Internet Services, Inc. acqm'red Woarld Trade Network, Inc, an Internet services provider based in
Houston, Texas, for $1,700,000 in cash and promissory notes. In March 2005, a subsequent post closing adjustment resulted

< inthe Compamy recogmzmg a reducnon mthe aggregate cons:deratxon the Company pald by $500 000

we 0T MDD BN T M L
In September 2004 DFW Intemet Semées Inc. acquxred 'I'he vaer Internet Access Co an Intemet services provider based
m Tucson, Anzona, for $2,467 204 m cash andpromlssory notes,

A H W

" In October 2004, the Company acquired CloseCall- America, Tnc, & Maryland-based CLEC, oﬁ‘enng Jocal, long distance,

1.800CloseCall prepaid calling cards, wireless, dial-up and DSL Internet telecommunications services. The purchase price
included cash of $8,000,000 and 39,999,999 shares of common stock valued at $10,000,000 plus warrants to purchase

-35000003dd1honalslmresofcommonstock.Thc3959999998hmsmrestnmdundetSECRule1449ndth62500000

and 1,000,000 warrants issued have dtrike prices of $:30 and $.35 per share, respectively.

In November 2004, in ‘connection. with ol acquisitioit of 100% of Davel ‘Comthunication, Ine.’s(*Davel”) senior secured
debt in the approxzmate principal amount of $103.1 million, a $1.3 million note payable by Davel to one of its secured
!emden, ‘and the assignmment to:Mobilepro:of approximately 95.2% of the cothmon: stock of Davel, we agreed to purchase the
remaining issued and oufstanding shares of Davel. Davel is an owner and operator of approximately 38,000 payphones in
approximately 25,000 locations in 45 states and the District of Columbia. The Company acqun'ed 100% of Davel's

+ - .. approximately $104.4 million in total:secured debt and 95.2%.0f Davel's common stock for a price of $14.33 million. The
~ - purchase¢ price included:cash-of.$14,000,000 plug warranis to purchase up to 5,000,000 shares of common stock at the price
-'0f-$0.30 perfshare. Addmmiﬂly ‘theCoinpany- ugreed 1o’ plchase the remdining 4.8% of Davel’s common stock at a

minimum price of $0.015 per share. In May 2005, Davel fulfilied this obligation by executing a reverse stock split and

pawngacashpmhasepnceofMSOOOOforﬁacuwal shatesheldby thenmnontystookholders

cl onsol ‘n
The consohdated fmancxal statements mclude the accoums of thoCompany and its subs:dxanes All s:gmﬁcant inter-company
aceounts and transactions have been elnmnated in consohdauon

ol A

U E ates : S S

LA e it

Thn prepmuon of ﬁmnclal smtements in conformxty wnh accounung pnncxples gemrally acoepted in the Umted States of

Amencareqmresmanagememmmakeesnmmsmdassumpﬁmsthataﬁ'ectﬂ:erepomdamomtsofassemandhabxhues

-and disclosure of contingent assets and Habilities at the: date of the financial’ mtemennandthereportedamomtsofrevenues

wdexpenmdxmgtherepmungpmodAcumlmmnacoulddxﬁ'uﬁomthoseesnmam —

Mﬂgﬂw e

PR

The Compnny consxders all highly liquid dcbt mstmments and oﬂ:er short term investments mth an initial maturity of three

months or less to be cash or cash equivalents.

iheCompmymamtamcaﬁmdcasheqmvakﬂsmthaﬁnmmalmmmumﬂmaxceedsthehm:tofmsurabﬂ:tylmderthe

Federal Deposit Insurance Corporation. However, due to management’s belief in the financial strength of Bank of America,
managemmdoesnotbehevethcnskofkeepmg depomsmexcess offedetaldeposxtlmtsatBankofAmencatobea
material risk, :

MMQ!!!

TheCompanyasreqmredtomamtmn leﬁemofcredﬂwﬂatemhzedhycashasaddmonalsecuntyfmﬂ:eperfotmaneeof
obhgatmns under certain service agreements. In addition, cash is held-as collateral for a note payable to the bank for an
expansion loan as disclosed in Note 8. The cash collateral is restricted and is not available for the Company’s general
working capital needs. The letters of credit expire in calendar 2005. At March 31, 2005 and 2004, restricted cash was
$429,954 and $0, respectively.

-




NOTE 2-
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MOBILEPRO:CORP. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
MARCH 31,2005 AND-2004

The Company i m January 2004 emerged from the rleyelopment stége with ﬂJe acqmsmon of DFW Intemet Services, Inc. The

Company, as it relates to Internet services, recognizes income when the services are rendered and collection is reasonably
assured and recognizes deferred revenue as-a- habihty on services the Company pre-brlls ‘ oy

Revenue derived from local, long-drstance and wn'eless callmg, and Intemet access is recogmzed in the period in which
subscribers use the related service. Deferred revenue represenn the unearned pomon of local, wn'eless an& internet services

.thatxsbrlledmadvance RS

Revenue from product sales that contam embeddedsoﬁware is reeogmzedm accordance w1th the provrslons of the American
Institute of Certified Public AccountantsStatement of Position 97-2, “Softwdre Revenue Recognition.” - -

Revennefromproductsalem recog;nizedbasedonthetypeofsaiemnsacuonasfollows A e s

oY FRLERPH- 0 P PR RIS

thpments to Credrt-Worthy Customers with No Pomon of the Collectton Dependent on Any Future Event Revenue is

| -recordedatthenmeofshrpmmt. o s
' 'ShlpmentstoaCuatomerwnhoutEmhhaedCredrt Thesclransaeuonsarepnmarﬂyshlpmentstocustomerswhoaremthe

process. of obtaining ﬁnancmgandtowhomtheCompanyhasgrmtedexteudedpaymentterms Revenues are deferred (not

| recogmzed)andnoreoexvﬁblewﬂlbemnﬂedunhlasrgmﬁeantporﬂonoﬂhesaiespncelsreomvedmcash

i IR R

Shlpments where a pornon of theRevemmu Dependent upon Smhtme Evenp These. oonsmt pmnarrly of transactions

involving value-added resellers to an end user. Under these agreements, revenues are deferred and no receivable will be
recorded until a significant portion of the sales price is received'in cash. On certain transdctions, a portion of the payment is.
contingent upan installation or customer acceptance.

3

Upon non-acceptance, the customer may have a right to return the product. The Company does not recogmze revenue cn

,thesemsacnonsmnltheseconnngencreshavelapsed. L, TR O e TPV

Certain of the Company’s product sales are sold thh mamtenance/serwce contracts The Company allocates revenues to
such maintenance/service contracts based on vendor-specific objective evidence of fair: valyeas. determined by the
Company’s renewal rates. Revenue from mamwmnce/semee contracts are deferred and recogmzed ratably over the period

: eoveredbytheconiract. ST B P . e e fain

- . fon %

R R SR n

The Company, in addition to nts Intemet and‘vowe semoes, ﬁom tlme to tnne receives mrscellaneous revenues. During the

years ended March: 31,. 2005 and 2004, thé Company generated $615,000 and. $0-in miscellaneous revenues, respectively.
The miscellaneous revenue for the year ended March 31, 20051ncluded$450000thatwasreee1vedforsemeesrenderedm
the form of common stock and is recorded on the consolidated balance sheet as inyestments at the fai# value of the common
stock received. The two common stock transactions involved a software company based in Ma:yland and a specialized
electronic assembly prototyping engineering firm in Texas. (SeeNotesZ 3, lOand14) e

Davel derives its payphone revenues from two principal sources: coin calls and non-coin calls Com calls represent calls paid
for by callers with coins deposited into a payphone. Coin.call revenues are recorded in the amount of eoins deposited in the

- payphones and in the period deposited. Revenue from non-coin calls, that includes dial-arcund compensation, and operator

service revenue, is recognized in the period in which the customer places the call. Coin call and non-coin call revenues
recorded and recognized are ultimately reconciled to actual cash receipts. Any variation between recorded revenue and
receipt is accounted for at the time of receipt.

Operator Service Revenue: Non-coin operator service calls are serviced by independent operator service prowders These
carriers assume billing and collection responsibilities for operator-assisted calls ongmatmg on Davel’s payphone network and
pay “commissions” to Davel based upon gross revenues. Davel recognizes operator service revenues in amounts equal to the

: comnnssrontbatmsentxtledtorecewe dntmgthepenodthesemeersrendered.

o
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MOBILEPRO CORP. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
MARCH 31, 2008 AND 2004

NOTE 2-

Y Dial-around Revenue: Davel also recognizes non-coin dial-around revenues from calls. that are dialed from its payphones to
gain access to a long distance company or to make a traditional “toll free” call (dial-around calls). Revenues from dial-around
calls are recognized based on estimates using the Company’s historical collection experience because a) the interexchange
e carriers (“IXCs”") have historically.paid for fewer dial-dround calls than are actually made (See Note 18) and b) the collection
- : period for dial-around revenue-is generally four to six months but can be in excess of a year. Davel's estimate of revenue is
- +° ‘based on historical analyses of cills placed versus ambunts collected. Thése analyses are updated on a periodic basis.
Recorded amounts are adjusted based on-actual amounts received and estimates are updated once the applicable dial-around
compensation has been collected.

Ingome Taxes

Effective July 14, 2000, the Company adopted the provisions of Statement of Financial Accounting Standards (SFAS) No.
109, “Accounting for Income Taxes™. The statement requires an asset and:liabjility approach for financial accounting and
reporting for income taxes, and the recognition of deferred tax assets and liabilities for the temporary differences between the
financial reporting bases and tax bases of the Company’s assets and liabilities at enacted tax rates expected to be in effect
when such amounts are realized. orsettled. Therenofedaalormatmal statemcome taxespmdm'duefortheyeamended
Mmh 31, 2005 and 2004 respectwely (See Note 17 . e

e

Falr u f' lal In en

The carrying amounts reported in the eonsohdated balance sheets for cash and cash eqmvalenm and accounts payable
approximate fair value because of the immediate or short-term maturity of these financidl instruinents,

Adver 1S . . RN v" v

The éompany expenses -the eoets aseociated thh advertising ‘as mcuned Advertising and promotional expenses were-
approximately $1,610,285 and $36,995 for the years ended March 31, 2005 and 2004, mspecﬁvely.

Fumniture and equipment axe stated at cost. Depreciation is computed using the straight-line method over the estimated useful
v - lives .of -the ‘assets. The costs: associated with normal maintenance, repair, .and refurbishment of telephone equipment are
L charged to expense as incurred. The capitalized cost of equipment and vehicles under capital leases is amortized over the
lesser of the lease term or the asset’s estimated useful life, andxsmchndedmdeptecmuonandammzahonexpensemthe
consolidated statements of operations.

Uninstalled payphone eqmpment consists of replacement payphones and related eqmpment and is camed at the lower of cost

e orfmrvahxe

Whmassetsarerenredorothewmsedlsposedof thecosmandrelatedaccmnulateddeprecmuonareremovedﬁ'omﬂ:e

. accounts, and any ‘tesilting gain or loss is recognized as income for the-period. The cost-of maintenance and repairs is

.charged to income -as incurred; significant renewals a.nd betterments are capmhzed Deducnons are made for retirements
resulting from renewals or betterments,

- Locdtion Contracts

Location contracts of $3,066,129 include acquisition costs allocated to location owner payphone contracts and other costs
.agsociated with obtaining written and signed location contracts. These assets are amortized on a straight-line basis over their

estimated useful lives based on contract terms (generally 5 years), Amortization expense related to location contracts was
$253,805 and $-0- for the years ended March 31, 2005 and 2004, respectively. Accumulated amomzatlon as of March 31,
2005 and 2004 was $253,805 and $-0-, respectively.

Recl catlo)

Certain amounts in the March 31, 2004 financial statements were reclassified to conform to the March 31, 2005 presentation.
The reclassifications in the March 31, 2004 financial statements resulted in no changes to the accumulated deficits.

F-11




MG.BII%EPM €ORP. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
MARCH 31, 2005 AND 2004

. ROTE2 ) Y OF SIGNIFICANT: ACCOUNTING POLICIES L s

oo T . FXRRCE b s . . LT i . . cobal e Ll e . .
e - oo . The Company conducts business and extends credit based on an evaluation of the-customers’ financial condition, generally
b without requiring collateral. Exposure to losses on receivables is expected to. vary by customer due to. the financial condition
»vns.w; - oo Of each customer.: The Company moniters -exposure fo.credit' lasses and :maintains:allowances for anticipated losses
=t 1o - considered necessary under the circumstances. The Company has an-aliowance. for doubtful accounts of$529 945 at March
«+-++,.31, 2008 relating to accounts receivable other than dial-around compensation. . ... . .

Ry -
o RN I

Accounts receivable, other than dial-around compensation, are generally due within 30 days and collateral i not required.
Unbilled accounts receivable represents amounts due from customers for which billing statements have not been generated

and sent to the customers.
O T Y A TR U PREI S PR VLI S S T R B Y 1T N B T T T !
P A B G 1y, LR T i\ A
DI S Trada aceounts recewable are concenlrated w:th companies in. the telocommumcauons mdnstry Accordmgly, the credit risk

vi o ey oty -.asseciated with- the trade- accounts receivable will fluctuate: with the. overall: condition of the telecommunications industry.
The primary component of accounts receivable relates ta the-Company’s. estimates of dial-around revenues as described
below. As a result, such estimates are based on the Company’s historical collection experience and accounts receivable does
reflect a general or specific provision for an allowance for doubtful accounts, During all periods presented, credit losses, to
the extent 1dent1ﬁable, were w1thm management’s ovetall expectahons

M

TS sl WE s

The Company follows the provisions of Statement of Financial Accounting Standard No. 131,Disclosures about Segments
of an Entmpnse and Related Information™. This standard requires that companies disclose operatmg segments based on the
manner in which managementxd:sagsregates the Gompany mmakmg mtemal operatmg declsmns -

LR e roDee T

Dgem Finn!clng Fees

LR RPN P
The Company, in May 2004, issued 8,000,000 shares of common stock with a value of $1,760,000 in connection with its
- Standby. Bqulty Distribution Agreement (the "SEDA"). These shares were issued as payment for financing fees to Cornell
St -+ Capital for issuing thé: SEDA. The agreement: runs for a period of 24 months and the Company will amortize this fee over
.- that pemd of time. Thn Gompany mcun'ed 5733,333 in amm'umqon expense for the yea:r ez.\ded Mamh 31, 2005. (See Note

[N i
I 9) s, Sl ey i o
A
Wﬂmﬂm
R N N A T U V- B BN A SR AR

Hlstoncal net income (loss) per common share (“EPS”) is compuwd usmg the welghted average number of common shares
outstanding. Diluted earnings per share include additional dilution from common stock equivalents, such as common stock
«4 -of . issuable pursuant to. the exercise of stock options-and warrants. Common stock.equivalents were not included in the
+ e wys e computations of diluted earnings per share for the years ended March 31, 2005 and 2004 because to do so would have been

. o anti-dilutive on a per'share basis for the periods presented. The followmg isa reconcllmtxon of the wenghted average shares
outstanding for basic and diluted EPS for the years ended: . :
March 31, 200§ . -March 31, 2004
Net loss $ (5,359,722) $ (2,157,844)
- "Weighted-average common shares - e : AR
‘outstanding (Basic) - o T 289,933,904 - © 111,591,658
Wexghted-average common stock . ‘ : '
equivaients — : .
Stock options ' - i T -
‘Warranis - L.
‘Weighted-average common shares ‘ e
out;tpnding (Diluged) er . 289,933,904 111,591,658 -
Y (e . . .
Net Ioss per share baslc and dxluted $ (0.02) -8 (0.02)
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NOTE 2-

MOBILEPRO CORP. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

MARCH31,§005AND2()64
SUMMARY OF s;cnmcm Accogmmg POLICIES (CONTINUED)

a he )

" In June 2001, the Financial Accounting Standards Board (the "FASB") issued Statement No. 142, “Goodwill and Other

Intangible Assets”. This statement addresses financial ‘accounting and reporting for acquired goodwill and other intangible
assets and supersedes Accounting Principles Board ("APB") Opinion No. 17, Intangible Assets”. It addresses how intangible
assets that are acquued individually-or with a group of other assets (but not those acquired in a business combination) should
be accounted for in financial statements upon their acquisition. This statement also addresses how goodwill and other
intangible assets should be accounted for after they have been initially recorded in the financial statements. The Company has
recorded $32,785,618 of goodwill in connection with its acquisitions. The Company has also acquired other intangible assets
of certain Internet service providers, CloseCall and Davel. The Cormipany performs its annual itmpairmerit test for goodwill at
fiscal year-end. As of March 31, 2005, the Company has determined that there is no impairment of its goodwxll

o The Comppny eapltahzes eomputet soﬁware development costs and ampmzes these oosts over an estnnated useful life of §

years. . - - » St

Tt MU o ".'.'\.' . - - N : . . i : EEN PR
Investments .. . . .. .» , D g N R

- On .Iune 29 2004, the Company entered mm a Busmess Development A em wnh Solunon Tpchnology International,

" Ing, (“STT"), a company based in Maryland, whereby the Company,provided services to STI in exchange for a 5% ownership

5

in the company. The value of the investment is 3150 000 and is included in the consolidated balance sheet at March 31, 2005.

:;;.(SoeNotesZ},lOandM) R e e "':"r‘z' :
..'me CompanyonAugust 26 2094 entered mto apusmess Development Agreement w1th Texas Prototypes, a company based

in Texas, whereby the Company prowded services to Texas Prototypes in exchange for a 5% ownership in the company. The
value of the investment is. SSOQ,OOO and is, mcluded in the consolidated balanoe sheet at March 31, 2005 (See Notes 2, 3, 10

md]'4) ER R e ‘.'ru\ 0
nn Pa obl an ceru : b L e |
Doat - W B et R BN SRVCH LRSS -‘;,‘ oA e . ",-rz.
A ’ . e I o AL EE S _"g: . - O H s . ' st
Accounts payable ' ' S $717,250,586 $ 499,819
. R AR oo . . g - oL
,Accruedeompensatnon v . e .. 1,675,124 - e 90,000
Aecruedmterestexpense ' S ‘ e 93378 i .
Total oo o L .. -$19863088 .. .. _§ 589819
St -li om nsa on" ' Lo : L

B I ST

. Employee stock awards tmder the Company's ¢ompensation plans are aocounted for in accotdance thh ,ABP Opinion No. 25,

“Accounting for Stock Issued to Employees” (“APB 25”), and related interpretations. The Company provides the disclosure
required by Statement of Financial Accounting Standard No. 123, “Accounting. for Stock-Based Compensation ” (“SFAS
123"), and related interpretations. Stock-based awards to non-employees are accounted for under the provisions of SFAS 123
and have adopted the enhanced disclosure provisions of Statement of Financial Accounting Standard No. 148, “Accounting

. for Stock-Based Compensatxon-’kammon and D:sclosure, an Amendment of SFAS No. 123" ("SFAS No 148”),
; I-The Company meagures compensanon expense for lts employee stock basedcompensatxon usmg me mtrms:c-value method.

‘Under the intrinsic-value method of accounting for stock-based compensation, when the exercise price of options granted to
employeesuleesthanﬂ:eesnmatedfmvalm of the underlying stock on the date of grant, deferred compensation is
recognized and is amortized to compensation expense over the apphcable vestmg penod. In each of the: penods presented, the
vesting period was the period in which the options were granted. - . .

The Company measures compensation expense for its non-employee stock-based compensation ,under the FASB Emerging
F-13
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NOTE 2- IGNIFY CC C D
. Issues Task Force Issue No. 96-18, “Accounting for Equity Inslmments that are Issued to Other Than Employees for
et Acqumng,ormConjmcnonmﬂrSelhngGoodsorSmes”Theﬁnrvalueoftheopnonmedlsusedtomcasmthe
: tmnsactlon,asﬂnsmmorerehablethanthefmrvalueoftheservxcesrecewed.'l‘hefmrvalueasmeasm'edatthevalueofthe
Co Conmanysconnnonstockonthedatemﬂleeommmnentforpetformancebythecountapartyhhsbeenreachedorthe
- = . counterparty’s performance is-complete. Thefau"valueofﬂ:e eqmtymstmmcntxs chargedd:rectlytocompensanonexpense
o ‘and addltlonal paldqﬂcapltai w

[PULE: S - Lot . A

w et

v‘ i’fonon c'

Tt

dn October 3, 2001 the'FASB 1ssued Statertient ofFinmal Accbunting Standard No. 144, “Accounting for the Impairment
) or Disposal of Long-Lived Assets” (“SFAS 144”), that is s,pphcable to financial statements for fiscal years beginning after
e ' Dédembir 15,2001, Thie FASH's iew rules on' Haset iiipairment supefsstié Statement of Viaitcial Actcounting Standards
121, “Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to Be Disposed Of,” and portions of
ABP Opinion No. 30, “Reporting the Results of Operations.” This standard provides a single accounting model for long-lived
assets to be disposed of and significantly changes the criteria that would have to be met to classify i 4sdet as held-for-sale.
Clags:ﬁcahonasheld—for—salelsanmportantdxsﬂncnonsmce such assets arenotdeprecxatedandarestawdatthelowerof
- fair vhiue of carfying afifdiigt’ Tﬁssmdardalsorequﬁs expected futufe Speriting losses ffom discorititined operations to be
v d:sﬁiayed in the penod(d) 1h’\)7’zhxch thenlosses are' ncurred, rather iharasﬂbﬂhe meaSm'ement date as presently required.
Tetiey me e ol ireTe
In April 2002, the FASB issued Statement of Fmancml Accounting Smndard No. 145, ‘Resc:ssnon of FASB Statements No.
S 4, 44 and 64, Amendment of FASB Statement No. 13, and Technical: Corrections” (“SFAS No. 145”). This statement
s r&icina‘ds (1) Shtemqt oanumchA sbountit Stmtd&til No 4, *Rept  Gaing ‘and Losses ftdextmgmshment of Debt”
o - (SFAS No. 47), (2) ah'& 1t of - that smement, S&tanent of Fmancm} Accounting Standard No, 44, “Accounting for
"+ 7" Intangible Assets of MdtGr Carriérs”, dnd (3) Statémient of Fiiiantial Accoutiting Standard No. 64, “Bxtinguishments of Debt
Made to Satisfy Sinking-Fund Reqmrements" This statement amends Statement of Financial Accountitig Standard No. 13,
“Accounting for Leases™ (“SFAS No. 13”) to eliinate inconsistencies between the required accountmg for sales-leaseback
transactions and the required accounting for certain lease modificationis’thit'idve dconomic éffects that aire similar to sales-
leaseback transactions. Also, this statement amends other existing authoritative pronouncements to make various technical
corrections, clarify meanings, or describe their applicability under changed conditions. Provisions of SFAS No. 145 relating
ki to the rescission of SFAS No¢ 4 were effective for the Company on November 1, 2002, and provisions affecting SFAS No. 13
T " were effective for transactions occurring after May 15, 2002. The adoption of SFAS No. 145 did not have a significant
impact on the Company'sresults of operations or financial position. ,

InJulyZOOZ,ﬂmFASBlsmedSmtementomeanmalAccounnngStandardNo 146, “AccmmtmgforCostsAssocmtodthh
Exit or Disposal”Activities” (“SFAS No. 146”). This statement covers restructuring’typé activitiés beginning with plans
initiated after December 31, 2002. Activities covered by this standard that are entered into after that date will be recorded in
accordance withiprovisions of SFAS No. 146. The adoption of SFAS No., 146 did not have a significant impact on the
Company's resulis ‘of operations of fifidhcial position.

" s . In December 2002 the FASB issued SFAS No. 148 that amended SFAS No. 123, to provide alternative methods of transition
for entities that voluntarily change to the fair value based method of accounting for stock-based employee compensation. It
also amends the disclosure provisions of that statement to require prominent.disclosure' about the effects on reported net

_ income of accounting policy decisions with respect to stock-based employee compensation. Finally, this statement amends
e T Acoo\mtmgPrmcxplesBoaxﬂOpmmnNo 28, InwanmanmalRepomng”,toreqmredlsclosmeaboutthoseeffectsm
ont - iinteting financiat information: SFAS 148 is effectivé for financiat staﬁememseovermgﬁscalym ending after December 15,
© 2002, The Company ‘will continue to account for stock-based employee compensation usmg the mtnnslc value method of
APBNo 25 b\nhnsadoptdﬂwenhancoddmlosmereqummcntsofSFASlﬁ :
v In Aphl 2003 the FASB mmwd Smement of Fmancml Accmwungsmdmd No 149 Amendmem of Statement 133 on

Derivative Instruments and Hedging Activities”, which amends and clarifies financial accounting and reporting for derivative

© 7+ - instruments, including certain derivative msn-mnenwembedded in other: contracts (collectively referred to as derivatives) and
Ty * for hedging activities under Statement of Finaricial Accounting Standard Ne. 133, “Accounting for Derivative Instruments
e nte . divd Hedging Alctivities™ This statement is effective for edniracts entered into.or modified after June 30, 2003, except for
% ‘cefetain hedging: relatiofishipé designatéd after June 30, 2003. Most provisions. of this new statement should be applied
prospectively. The adoption of this statement did not have a significant impact on the Company's results of operations or

ﬁnancnal position.

NP ML i Lo e : [T

F-14

)




ERTI A

NOTES To CONSOL%:I’ED,F@!AN%M

IS (CONTINUED)
] MARCH.SL me 2904 X4 41 1‘(} jid
1318 AL

i Sk 150, A obiuintitly fhr Certain Finandial
i statement establg_shes standards for how an issuer
ter of igb It requires that an
: ﬁ ¥ ucumstanc' i$tances). This statement
¥31, 2003 dhd othibrwise is effective at the beginning

of the ﬁrst mtenm penod:begmmg after Iune 15, 2003 except for mandatory redeemaiﬂe ﬂﬁﬁhcial métﬁxments ofnonpubhc
entities, if applicable. It i 1§to be mplemmted by reporting the ¢ .

ar ‘!xf?sw ksv er" .

jmd D:sclosura quuxrements for
y,atthenme it issues
afaritee and elaborates on
ifeents are effective for
o ément provisions, The
posmon.

W beneﬁclary of the
i} éfaﬂc ferest or do not have
d fitanicial support from other
aml 2003. Fogmﬁhl;
2 thethe first

m% )é,u . The adopti pfFlN 46,did not have a &g:.ﬁ mlfnpacp on the Company’

a_nnnal
‘ ’r‘esulfso Shatibns o Fiant

sufﬁclent cqmtyatnshﬁ}ﬁie entity t§ 3 W ubordi
parties, FIN 46 is effective for all new “variable mterest entmes created or: acqmred afte
Mestenuuercmated oracqmredpnortoFcbruaryl 2003 the provisions of FIN 46 m

398 aftio o0 il

1 f_ASB igsued Statement of Finang] No. 123 (Rev:sedz ), “Share-Based
NG li‘f)that’, "ihattﬁi ' ‘toéiﬁf@;ha&ecf,ym’%zt“msacnonsbe
i "'j_ nts. That cost will be m 'ihee btixabiljty instruments
N .’mk i including share

T performay awards;ishare lcy}"‘sha:e purchase plans.
Slf'AS, No _Supersedes. a.s ori issued in 1995,

isth ions with employees.
Howeve, thatstatementpexm:ttedeuunestheoptl@ofcomhnumgtoapplyﬂngmdmoemAPBNo 25 as long as the
footnotss to the financial statements disclosed what nét i mcome would have been had the preferable fair-value-based method

TN

been The Compan§ has not yét determined %ﬁ | the adoption of this new statement will have on the
C ’s historical fmancial posmon or results pf at however, it is expected to include the increase in
com 'onexpense __.‘,' 'tyandhablllty mstmmems gmployeesmﬂxeﬁxture

é EASB xssne& State;nent of Fmanciaf'Accountmg Standard No. 151 . “Inventory Costs” (“SFAS No.

- amnunts ofmvemryacosts 1elated to idle facijxty fei ghit bb’ndlmg and wasted material

iz 8. curren period charged Addifionally, SFASN8151 Veaifes 'ty the allocation of fixed

3 q“osfs,,gt.convemion be on the normal capatity of thd Prodlictior’ facilities. The standard is

Pgmiing affer June 15, 2005 The Company doesnathavcmanufacnmgoperauonsorgoodsheld

ion of SFAS: No 151 to have any xmpact on the Company 8 financial position or
1 T l_. \

s 3 "- : 2 I 0N ds' “hy -

' SB xssued Statement of Fmancxal Accounting Standard No 153, “Exchanges of Nonmonetary
S Amendmeist: ¢f-APB-Opinion;Mo. 297 G@AS Né 1539), that ‘amnendst APB Opinian No.29, “Accounting for
nggary ‘Transactiong” §*AFB No. 290 The apiéndments made by SFAS No. 153. are based. on the principle that

exchang@ of nonmonetay assets should be measured based onuthe: fainivalue?of the: assets' exchanged. Further, the

amendmfnts eliminate the narrow exception for nonmonetary exchanges of similar productive assets and replace it with a

broader dsception for exchanges of nonmonetary assets that do not have “commercial substance.” Previously, APB No. 29

requmd}hnthcmcmmmgfowmemhmgeofapmducw“sutforumhrmducuveassetoraneqmvalentmwrestm
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" o thes"qmcors : 01’1??’ 'i"gedamauntoﬂﬁeasset telmqﬁﬁe&'rheprovxsmnsm
o L SFAﬁJyo 153’ mo : oecumngmﬁscal’ggpodsbegmmggg@er]une 15, 2005. The
o “\"." Coripan doe,srpqt_ tion of SFAS No 133’ have 3 material nnpacf on the Comph’ny $ financml position or
T : ; i B L iy I IT
NOTE 3-. T
On August 23, 2004, the Company provided a $700,000 éﬁ%‘é‘g‘é‘ 'aésenm o Pl Bototypes, wiSa as convertible into
. stock o Tﬂ;ﬂr 8 Prototypsg. The deb ﬂsu%pf’l‘exul’roto /pes. . In March 2005, the
' mpg’nyassci&g{;% its Texag Proto! ;['had Y u?'lvab'lgto Comell apital Partners, L.P, "Comell”) in exchange
for the elimination of i $700,00 note payable to Comell. "As of March 3f, zqos, the pnncrpafl balance of the bridge
debenture receivable was $0, (See Notesz 10and 14)
s St . NS
, OnAu 25 664 th &A any:provided a-$300,000  bridge @bqp;uretoSoinnon Technologyln“, ational, Inc. ("STI")
tuclx‘;}m 5% i-fwé mio, Stock of ST),. The d?g%, d by the assets of STT.In March 2005, the
o ignéd its ST bri - Jesiypble to Comell jn"qxcv ange for the eumm@ﬁofg of its $300,000 note
2 princip bal;npée ,_' bn ge debey tnrerecewab@ $6 (See Notes 2, 10
' ik M- fr.\i* !
’"’W‘ d 5 mtangn}gq asset fd;‘%:q cost of a cuéfpper‘hst at $134 484, wluch was acqmred in June 2004. |
e )@; tomer list was $2,173 formeyeqxendedmst 200 ]
R s oHB St Btk wew £y, E 3
No’i?f‘fs’ oL & T un rc 5‘)(*., e s ,' L EIRY (IR SR
i g {m'é M’ : irfmje"stated at cost. Deprecmtxon is compuﬁed using the strmght-lme me{hod over ﬂxe estimated useful i
lives of the assets.
ia by o 800 Aty 2 i (DA A f
o i _'h[g and related accunmiated d pclgt’f’ii arelremoved from the
in i "fuxthepeﬁod. Thecostoﬁmam" tenance and repairs is |
arecapxtal;zed Deducﬁ?nxsmadeforretlrements
' { \ - . f(’ y . _ ..;‘ . .. ‘ . ,“ ?}?; : ',i
07 T RET X ?Ome ?@“msmzmwm“f%uom > it <ot
. b
Wi e R ey
; said 1 e
A o]
Fiirniture anid fixnifgs $ —%75?3'61 9379
) 'mm, chi ay"ﬁa m{ﬁ' t . 13smom ey

263452 % g141 %
84, . ; ; 287733 & ._72.2% .

Total' ' R 1'4,523134' ‘460253 7 7
Lasaccumulawddepmanon 323755
Propertyandeqmpment,net . $ Li.w $ M

Parel) R Y P N QK. . tii

TherewasSl 006,324ind$l8,926 cﬁkrgedtoopeuﬁonsfordéprecuhonexpense fortheyem endedMarch3l 2005 and

2004, respectively. Tlie Company acquired $11,95%,544 and §117, 956 in fixed assets from 1ts acqmsmons during the years
ended March 31, 2005 and 2004, respecuvely Ex 2,

u‘ ol or T <] ‘ I

fial
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In August 2004, DFW Internet Services, Inc. acquired the custbrier-base, dorporate nime &iid'certiiii ‘other assets of Web
One, Inc., an Internet service provider in Kansas City, Missouri, for gash and common stock. The Company was obligated,
subjecttopostclosmgadjustmcnts,toxssueZSOOOOOsharesofcommonstocktothe shareholders of Web One, Inc. as part
of the acquisition price. The shares had a fair value of §500,,000 basedonﬁ:e then current stock price ($0.20 per share) upon
the final acceptance to the terms of the agreement. Cemm onsoftheassetpmchaseagreementrequmdsubsequent
adjustments to the purchase price. The adjustments were'concluded in March 2005 and resulted in the Company paying the
shareholders of Web One, Inc. $160,000 in cash and 1,500,000 shares of common stock at a fair value of $300,000. As a
result,theCompanyracordeda$4000Omducummtbepprchasepnceqqpomecuonmththeuusfacuonofthmhabxhty

The fintere g%émént with the ) aﬁ»’]m’beﬁmﬂmwfkusm and ém&ohic Dévelopment (“DBED")
in the amount of SIOO 000, wlnch represented DBED’s investment in the Challenge Investment Pxogram (“CIP Agreement™),
dated March 29, 2001. The term of the CIP Agreement was to extend through June 30.20H."

"“iﬁ -March 2004 ‘the] @onﬂﬁm’reéche& atdgreéitiont With DE the'Compimy’k payimﬂt ofSZ 000 in cash for a
15 P oo, ”“]
i Ehl&&lgseyfﬁ?tﬁﬁfil@ b ‘tolthglCI?ﬁ]Tl}eF'o A;E A .': .-': e /rlﬁgé.lm.l?mu ST Al
NOTES PAYABLE g : .
* ' Thé Chmiiany ' dntéred e risént i Qetobér 2003, “The note"accrued interest at an

info’abgﬂkléahfodsoﬂb’m surchasé ediiprs
j i) ;lﬁ 2004 mbaranceWaspardoffihSeptembetzm

LA ey vl

P

AR I ol o A e PRV

Note payable to bank at $3,032 per month, mcludmg interest atpnmeplus 1% (6 75%)and’ - 7 7

mattmngMnrch2006 secure@byasisetsofWorlddeeNgtwork,‘lnc i .. 8 36964
" Notépayéble, toaﬁénﬁil ” _i'_"éle mﬂleagamlnipfgl,owperinmth,ggchdingmterestat
5. 875 4, secured by the acqymd lq ; o 37,745
. ‘Notepayableﬁoabankforcxpansm,lmheamountoﬂ“,ﬁlgpgmonﬂr,mcludmgmtems;at i
g 425%,secur¢dhummpsecanmn¢a.lnmompany spolpmetevehlch proh B 102,839
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Notcpayabletoacompanyat%988permonth,mcludmgmwrestat750% securedbyaSsetsof ] L
the acquired company. 13,241
NS S a:}" e ..:’.sl.'.J..z.”.:‘ AR .3::
Note payable to an ifidividval at $1~ 473 pﬁ’ monﬂi, meludmg 'intemt at 7 50%- secﬁt‘éd bg}'dsm of ¥ i
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NOTE 8- N PAY. CONTINUED o e Y
' C L Principal maturities of long-term debt are as follows: = . g
YeasEnding -
2006 $121,464 5 - o A
2007 60,203 . L —
2008 15,245 i e R R
2009 -_6,749 e ST

NOTES- . ..

On May 31, 2002, the Company entered intp an Equity Line of Credit arrangement with Cornell that provided, generally, that
Comell would purchase up to $10 nnlhon ofcommon stock over a two-year penod, thh the time and amount of such
purchases, if any, at the Company's discretion. Cornell purchased the shares at a 9% d:scount to the prevailing market price

of the common stock. BT RS TE P

There were. certain conditions- applicable to the Company's ability to draw down .on the $10 million Equity Line of Credit
including the filing and gffectiveness of 8 reg:su'anon statement covering the resale of all shares of common stock that may
havebeenmsuedtoComzllundertheSlOmﬂhoanmtyLmeofCrethandtheCompanysadherencewnhcertam
covenants. The registration statement became effective May 9, 2003. In the event  Cornell was tq hold more than 9.9% of the
then-outstanding common stock of the Company, the Company would have been unable to draw down on the $10 million
Equity Line of Credit. L e )
) In the year ended March 31, 2004, theCompanydrewM785000ﬁromComellmaceordancewxﬂlﬂleSIOmﬂhonEqmty
Line of Credit and advanced 134,517,453 shares of its common stock to the escrow, agent in accordance with the terms of
these loans. As of March 31, 2004, borrowings of $1,800,000 were outstandmg, and 118,351514 shms of common stock
were issued to Cornell in the year ended March 31, 2004,

In the year ended March 31, 2005,theCompanydmw82000000fromComellmacdordancemththeSlOmllhonEquny
Line of Credit and advanced 10,000,000 shares ofits common stock to the escrow agent in accordance with the terms of
these loans, During the year ended March 31 2008, 25,276 134shnresof common stock were wsuedmComell under the

Equity Line of Credit. - . , Lo R

On May 13, 2004 ﬁwCompnnyenteredmﬁoaSlOOmﬂlmSEDAmngemeMmthComelLTthEDApmvxdes,
generally, that Comell will purchase up to $100 million of common stock over a two-year peripd, with the time and amount
of such purchases, if any, at the Company’s discretion. Cornell will purchase the shares at a 2% discount to the prevailing
market price of the common stock.

There are certain conditions applicable to the Company’s ability to draw down on''the SEDA ‘including the filing and
effectiveness of a registration statement covering the resale of all shares of common stock that may be issued to Cornell
under theSEDA and the Company’s adherence with certain covenants. The registration statement became effective May 27,
2004.

In the event that Cornell holds more than 9.9% of the then outstanding common stock of the Company, the Company will be
unable to draw down on the $100 million SEDA. As of March 31, 2005, Comelldxdnotholdmorethan99%ofﬂwthen

outstanding common stock of the Company.

In the year ended March 31, 2005, the Company drew $15,700,000 from Cornell in accordance with the $100 million SEDA
and advanced 65,000,000 shares of its common stock to the escrow agent in accordance with the terms of these loans. As of
March 31, 2005, borrowings of $6,500,000 were outstanding, and 52,172,192 shares of common stock were issued to Cornell
during the year ended March 31, 2005 under the SEDA. 4
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N

On August-23, 2004, the Company borrowed $700,000 from Cornell. The amount was due. in 180 days and carried an
interest rate of 14%. Thenoterwas secured by the assets of the Company. The proceeds were advanced to Texas Prototypes
by the Company in anticipation of Texas Prototypes’ initial public offering. In March 2005, the Company assigned its Texas
Pmtotypes bndge debenture recewable to Comzll in exchange for the ehmmatmn of this note. (See Notes 2,3 and 14)

On August 28, 2004 the Company borrowed $300000 from Comell. The amount was due in 180 days and carried an

interest rate of 14%. The note was secured by the assets of the Company. * Thé proceeds were-advanced to Solution
Technology International, Inc. (“STT”) by the Company in annc:pauon of STI’s initial public offering. In March 2005, the
Company ass:gned its STI bndge debenture recexvable to Cornell in exchange for elnnmatmg tlns note (See Notes 2, 3 and
14) .

Con em e » .,.; o R T o, :

On'August 27, 2004 -the Company bmwed 58500000 froni Comell. The amount: was due in one year and carries an
interest rate of 12%.: The note'id:secured by the assets of thé Comipany 4nd was utilized for the cashi portion of the acquisition
price of CloseCall. -Ifi December 2004, the Company- converted $2,200,000 of thé note balance into' debt under the $100
million SEDA:- In February 2005, the: Comipany transferred $5,000,000 of the note balance into debt under the $100 million
SEDA.!'As of March 31, 2005; mcfcmﬂningpnnclpﬂbalmaffhe ‘nidte payabilie was $1,300,000 and the accrued interest

Lre i

" on thig'hoté for-tha year'ended March 3¥, 2005; was $198,838, ‘The Compatty his'classified the note anid the accrued interest

as short:term: liabilities:: Subsequent to yee¥ ended March 31; 2005, tke 81,300000 remammg amountche was transferred
mto debt unda' the $100 mﬂhon SEDA. (See Note 20)!

'OnSeptemberZZ 2004,&1eCompmybormwed$3700000fmeomell. Theamountwasduemoneyearandcamesan

interest raté of 12%: The note is secured by the assets of the Company and was utilized for thé acquisition of The River
Internet Access Co. and World Trade Network, Inc.' As of March 31, 2005, the remaining priticipal balance of the note
payable was $3,700,000 and the accrued interest on this note for the year ended Mamh 31 2005 was $85,151. The

: Company hasclasmﬁed the note and the accmedmtetest'as short-tetm hahxlmes '

'y

IOnNoVembet 16,2004, m@ompanyacﬁmduszwooombnmﬁmmsmmwwpmty Master Fund

(“Airlie™), a Greenwich; Connecticut-based institutional investor. The' Company repaid $2,200,000 on‘November 30, 2004,
and the remaining $13,000,000 note is payable on November 15, 2005 and carries an interest rate of 23%. The funds were
utilized-to complete the acquisition of 95:2%of the stock of Davel as described-in Note 1. The note is secured by all of the

- -stock of Davel that was.acquired by the Company on November 15, 2004, plus: 100% of the Davel debt instruments that were

acqunedmthemumhadﬁmmemmumdwmmdmcmpmy;asmmubymemm
first lien of ComelL' As of March 3%, 2005, dxbrbmammgpnnmpalbalameofthenotépayablswusmoooooomme
medmt&eﬁtpnyabhonthiﬁnotemsm,ﬂs Thie Company has classified the hidte anid the ‘attrtied interest as short-
term liabilities, OnMay 13 ZMS‘MCoumympa:dmmloummprmeedsﬁomaﬁnmcmgcompletedonMaym 200s.
(S“Nowzo) ek bl LR o 7 TV R G

ot . RS L t ,) < L A L. ‘,~.

nte
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OnJune 21 2004 DFW Intunet Serv:ces, Inc enteredmtoanassetputchase agreement w1th Crescent Commumcatxons, Inc.
The agreement included a promissory note payable to Crescent Communications, Iinc. i the amioiint of $250,000, with simple
interest accruing at 6% per annum, andmontblypaymentsmtheamountofszulébegmnmgonmly?d 2004. The note
matures on June 21, 2005, and the monthly payments will apply first to interest with the remaining portion of the payment
reducing the principal balance. The payments commenced on July 21, 2004, and the note outstanding balance on March 31,
2005, was $126,791. The interest on these notes forth#yearendedMuch 31, 2005 was 85 887 and accrued interest on the
notesatMapchSl 2005 was $1, 918 :

DFWIntemstServwes;Inc emzredmw four(4) pto!mssotynotesw:th the-pnorownersofocon,net, Inic. for an aggregate
principal amount of $250,000 plus interest computed a¢ 6% per annum. The notes were thade as of July 14, 2004, and
matured on November 10, 2004. The note payments scheduled for November 10, 2004 were not made due to certain
provisions of the stock purchase agreement requiring subsequent adjustments to the purchase price and outstanding notes.
Negotiations between the parties on the amount of the note adjustments were not concluded as of March 31, 2005. The
adjustments mentioned above not withstanding, as of March 31, 2008, ﬂzeprmclpalbalanceonﬂzenotuwasSZSOOOO and
accrued interest on the notes for the year ended March 31, 2005, was $10,685. 'mctotaloutsmndmgnotebalancepku
interest are classified as short-term liabilities,
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MOBILEPRO'COKP; AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCHAL, STATEMENTS (CONTINUED)
MARCH'3E; 2005 °AND 2004

TERM DE (4) D e STk 3

DFW Internet Services, Inc. entered into four (4) promissory notes with the prior owners of Interpet Express, Inc. for an
aggregate principal amount of $300,000, The notes were made as of March 1, 2004 and mature March 1, 2006, DFW Internet

i - Services, Inciihas agreed-to pay.a monthly amount of $5,000<inclusive of interdst towérds the principal balance of $300,000

” witle the remaining: $180,000 plus: accrued: interest:to be pdid by the maturity date. Interést on these notes will accrue at an

5 annual rate ‘of 6% per annuny. The mhonthly payments will-fiest' be applied to:interest and: the remaining portion will be a
»  teduction of the prineipal balance. The payments: commenced on April:1;2004;: The balance at March 31, 2005 and 2004 on

these promissory notes is $221,788 and $300,000, respectively. The interest expense on these notes for the year ended March
.31, 2005 was $16,890,. of which Sl 800 wasacmwd,at Mamh 31 ZQOS The total outstanding note halauce plus interest are
m@d%ﬂhﬂﬂ‘mhabﬂmﬂ LTI ot YT S A IR WA Y BPRTS

aicat wregVio sldue i 0 172 o n)u N e SO G an et g

" DFW, Internet Services, ng. entered into two.(2) promissory. notm wxﬂuh:pmr owner pf Clover Computer Corporation for
an aggregate note principal amount of $542,264. The first note matures on July 6, 2005, and the second:is:a convertible note
that matures on July 6, 2006. DFW Internet Services, Inc. agreed to a quarterly debt service inclusive of interest at a simple
. 7ate-Qf 7% per anaum on, the, first note, with the:first quarterly psyment:of $70,774 to bermade op October 6, 2004, and the
;. last payment of the same.amount will: be. dug on July 6,:2005,Thetthree payments scheduled: for ©ctober 6, 2004, January 6,
2005, and April 6,.200§ were not; made dug.to certain-provisions of the;stock purchase agreement. requiring subsequent

sadjugtments have:nat.consluded, ag:of March3l 2005 The adinstments mentioned: ahaveniof withstanding, the balance on
.- Margh 3, 2005, m. the first promissory, note was $271,132; and accrued intesast.on this.netg for. the yeas ended March 31,

+ 2005, wag $13,935:: Thetosel outstanding gote balance plug interest ave-classified as short-ferm ligbilities.- The second note is

a convertible note in the amount of $271,132 that matgres on. July '6, 2006, with simple-interest.computed at an annual rate of
4%, and a balloon payment of principal and interest at maturity. The principal balance on the note for the year ended March
- 31,.2008,,wes $271,132. with accryed-interest of $7,963..The total.qutstanding balance and acerued Wmeatwere classified as
long-wrm liabilities,. At any time prior 30 maturity,.the note holder has the.right; at,the holder’s option, to convert such

wig autstanslmabﬂmeofthnsnote anhole qwin part, mtnoommms:onkatseonuersxonpnce of $0. zopershare

LU B S s TR Y e e At s temelet Boarags s it OG0T Ee anw
DFW Tnternet Services, Inc. emcmd mto two,£2). promissory.notes, with, thepuorowm‘r of; Wo;'ld T:adethwork, Inc. for an
aggregate principal amount of $500,000. Due to certain provisions of the stock purchase agreement requiring subsequent

o adjmmmmmepmqhawpﬁe%hgﬂtofmmmmuﬂmmmtym&my15f2005alongmthanyaccnwd.

ant toithe. mutual,asmmmt afﬁnmn_f :

T2 08 s aie M€ B e

DFW InwmetSé'mceu,lne. enwmd mmhmy-(soa peoxirissow mtes.v'nthtbp pmromem:f len.wet Intemet Access Co.

.. for 2 aggrogate. principal amount of $776,473.. The thirty (30) notes: were made-as.of September. 16, 2004, and the first set of
fifteen (15) notes matupes,on September: 15; 2008;-and:the secondiset of fifteen (15) otes are. convertible notes that mature

+ Sixople rate of §% per.agnum on the first fifjeen notes. The aggregate principal-balances.on March 31, 2005, on the first set of
- fifteen promissory notes was-$194,122; and accrued:.interest on these notes as ofMarph 31, 2005, wag $511. The total
ouwwndmgprmcxpdbﬂmeandacmedmteremareclassxﬁedashontemhabﬂxues The second set of fifteen notes are
convertiblé notes in the aggregaté amount of $388,236 that maturé on March 16, 2006, with simple interest computed at an
annualrateof?o%,mdabaﬂmnpaymemOfpnncmalmdmmratatmamnty.maggregateprmxpalbdmceonthenotes
as of March 31, 2005 was $388,236 with accrued interest of $6,254. 'I’heaggregateommdmgnotepnncxpalbalanceandthe
accrued. inferest. at Marchy 31, 2005 were classified as long-term liabilities. At any time prior to maturity, the convertible note
. holders have,the right, at tbmhnlders opﬁon,;o;convert sueh otustandmggba]ances of thm notes, in whole or in part, into
commonmcka:aaonvers;onpmeofsozopershm, ¢ :

'I)hc Company audDFW Intemet Semm. Inc. and. the fom owners of DFW Internet Sex:vmcs, Inc entered into Put
. Agrgements as of January 19, 2004, The Put Agreements gave, the former owners of DFW Internet Services, Inc. the right to
have the Company repurchase all, but not less than all, of the common stock issued to the former.owners. The aggregate
purchase price under the Put Agreement was $250,000. The Company classified this liability as a long-term liability on its

. consolidated finaneial-statements. in accardance with, SFAS 150. InMathOOS thmeAgreemcntwastem'xmatedmlts

mtuetx andth0$250,00°hablhtywa5ehmmawd TS
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
MARCH 31, 2005 AN%’ 2}5

NOTE 10- LONG-TERM DEBT (CONTINUED)

¢ f

Voice Services Acquisi

The Company acquired US1 Telecommunications, Inc. and escrowed $75,000 cash, which was due and payable to the former
owner within 5 months of the closing date (June 29, 2004), provided the subsidiary performed as indicated in the agreement.
The note bore interest at a rate of 5% and was due on December I, 2004 ini the‘amount of $75,940. The final payment due
was subjéét to certain provisions of thie agreement requiring subsequent’adjustments to the purchase price and outstanding

note. The payment net of thé adjustments mentioned above was made in February 2005,

et

The Coliipany and the former owners of Affinity Telecom entered into Put Agreements as of September 19, 2004, The Put
Agreentents ‘gave the former owners of Affinity Telecom the right to have the Company repurchase all, but not less than all,
of the common stock issued to the former owners. The aggregate purchase price under the Put Agreement was $995,000. The
Compény. previdusly classified this as a short-term liability on ifi Septeribér 30; 2004 condensed consolidated financial
statements in accordance with SFAS 150, The Agreement and Plan of Merger by and between the Company and Affinity
Telecom was amended as of December 2004 to settle certain. disputes regarding the financial condition of Affinity Telecom.
According to the terms of the Amendment, the Put Agreement was'terminated in its entirety, and the $995,000 liability was
eliminated E _ et g g

The Company maintained an escrow payable in the amount of $140,000 related to the Agreement and Plan of Merger that
was amended as of December 2004 to settle certain disputes regarding' the: financial condition. of, Affinity Telecom.
According to the terms of the Amendment, the escrow payable was terminated in its entirety.

LA 72 AN

The Company also recorded a payable in the amount of $50,000 representing additional consideration applicable to accounts
receivable of Affinity,Telecom that were outstanding at July 30,.2004. Pursuant to the terms of the Amendment discussed
above, the $50,000 payable was terminated. s _

The Company issued two (2) notes to the prior ownets of Affinity Telecom, a $300,080 rion-interest bearing promissory note
and a $750,000 convertible promissory note. Pursuant to the terms of the: Amendment discussed above, the two (2) notes

with the prior owners were terminated in their entirety. SR
Vehicles 0 Mol e s e g

" DFW Internet Servicés, Inc: entered into a note for the purchase of a company vehicle in August 2004, The note is a three-

year note that matures in April 2007 with a balloon payment of approximately $45,000. The note carries an annual interest

¢ Y rite of 7.25% and the payments including interest are $979.49 per month. The maturities: over the next two years and in the
T t'aggreghte dre expectBd fo be as follows: - . - T O L B L R

[T

Years Ended Maych 31, )
Graokee g g 20060 v L e T v 861,754 FTR]
2007 53465
5 ey . . Total . _ m . PR e Ty
'M",‘ [ . P i Y SR - . #

« " In 2003, the Company leased certain equipment under capital lease arrangements, Property and equipmént includes the

CE e "‘followinthforIeaSesﬂlatlmvébeencapitalizedat_Match3l-,'2(‘)05‘:~

M e

*r Compbter and mailing equipment 43812 w
Less - sccumulated amortization (10,728
e? MEP R LA ¢ . . 1;331084

7 Kootz offssed assts s nluded o deprcinion nd siorzafon expeise

The Company also leases a building and various equipment under non-cancelable operating leases. The building lease expires
in2007audcontainsopﬁonstorcnewforaddiﬁonalﬁetmsoftwoymatﬂlcptevailingmarketrate.
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MOBILEPRO CORP. AND SUBSIDIARIES
NOTES IO CONSOLI[)ATE% FINANCIAL STATEMENTS (CONTINUED)
H 31,

2005AJ;[D3004
LONG-TERM DEBT (CONTINUED) S - '
Future minimum payments under non-cancelable leases with initial terms of one year or tore cons:sf. of the following at
. ..-March31,2005; .- .. e ‘ v : T R
"'"”')u‘v l.;,» . l;‘.‘ . ;";:’ ...Y'mEnding'f N i ..” S ""3 ';' o o, e ‘ . | .
S R 3 . Capital Leases Operating T eases,
. $10508. . ..$ 593515
10,508 338,518
, . - 4068 245,344
) Toaw. Cw ., 65470. .
BRI : . : - 55,354
i, - .'I‘ogal n;n;:mmnlease payments _ . 25 084\,.; $1398,201
(R R TE Ry R P I L o o o e
’u . g ess - amountsrepmmnnsmm e ‘l (4.215) Came e
i L 2rouisLess - cumrent-portion ¢ s 4 Ly 5,354) . . ‘
Long-term capital lease obhgatum 3
ey fed i .
3 o . Ty n ,
" e .

NOTE 11

Pttt

F o

it B sk st daeniat s i e ey 0 P s

o Ag of March 31, 2005, the Compaty had‘600000 000 shmes df comon‘ stock anthonzed a.nd' 355, 918 ,011 issned ‘and

outstanding. g . i

., The.Company had- 1,000,000 shares of'common stock suthorized under-its 2001 Equity Performance Plan. The Board of

. Dizectors. subsequentiys authorized .an- increase in the, sharcs avaxlablq under,, the 2001 qumy Performame Plan from

1,000,000 to 6,000,000. L 5 \
The following describes the common stock transactions for the year ended Mach 31, 2004,
On June 19,.2003, thﬂCompmyxssudSSOOOOshares ofcommonstockascompensauonatafwvalueof $8,750.

R TS LR R VIS0 U TR LR R Yt 12 R B e % SN : s N

o Ty 7. 200% purvmist o memorandam of understanding between the Company and GBH Teiocom, LLC, the Company

issued 3,500,000 shares of common stock valued at $68,250. As of September 36, 2003; the agreement with GBH Telecom,

- LLC was terminated.

Between May 2003 and August 2003, the Company issued 16,130,887 shares of common stpck in oonverslon of $165,000 of
convertible debentures and accrued interest.

In October 2003, the Company issued 391,304 shares of common stock in conversion of $9,000 in advances that were funded
to the Company.

In January 2004, the Company issued 16,666,667 shares of common stock which converted $180,000 in officer advances.

In March 2004; the Company-issued 18,761,726 shares of common stock in connection with the acquisition of the common
stock of DFW Internet Services, Inc. pursuant to a Stock Purchase Agreement dated January 19, 2004. The issued shares
were valued at a fair value of $500,000, based on the average 20-day closing price ($0.02665 per share) prior to January 19,
2004. The distribution of such value amount mcluded an,allocanon of $250,000 t the terminated put agreemcnt.

DurmgthcyeatendedMatchSl 2004, theCompanyxssrwd 134,517,453 shares ofcommonstockto thcesctowagent for use
in converting amounts borrowed under the $10 millisd Equify Line of Credit. The Company also converted $3,145,000 of
debt into 118,351,914 shares of common stock and recognmd $311 757 of amortization of discount and interest on debt
conversions relating to the $10 milfion Eduity Line of Cledit. -

B RSN N ot -t -
Pt taLt e PIEA . [ O . LA

oot
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MOBILEPRO CORP AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
MARCH 31;2005 AND 2004

T ? CO
i i T I} ST 0 IS R
The following describes the common stock tmnsacuons for the year ended March 31 2005
£iHE] ey :
In May 2004, the Company issned 2,000,000 shares of common stock under a settlement agreement w:th a former executive
valued-at $90,000, and issned 421,037 shares of common stock:o. another former executm; for $23,999 cash pursuant to the

exercxseofophomsunderﬁmCompanysZOOl BqunyPaformancePlan, TN o

Wy e i

' In June 2004 the Company,lssucd 8, 000 000 shares‘ofcommn stock mp@ymentoﬁjhe fees assoc:ated w:th the $100 million

Standby Equity Distribution Agreemcm that was valued at $1,760,000, Thxs cost was reﬂected asa deferred financing fee on

IS 7 “ug' Lo e

In August 2004, tho Company wsur.d 100,906 shawbof comman stook tq a;Laéeney as compensatmn for personnel recruiting
services, W g s e e s

" In August.2004, the Company issued. 2,000,000 shares:in:conjunction with conversion.of warrants by. a former executive.

The exercise price was $0.029 per share and was paid in cash.

In August 2004, the. Companyy issued 878,816.shares of common stock to the former owners of ShreveNet, Inc. as partial
consldemhonfqr thaac(m;guon of ShreveNet; Ino,The issued shares were valued at a fair value of $190,000 based on the
average 20-day closing price ($0.2162 per share) or to June 3, 2004.
In August 2004, ‘the Company issued 25, 000 shares of common stock in cothmcuon "with exercxse of stock options by a
former employoo under the Company’s 2001 Equity Performance Plan. The exercise price was 86 10 per share and was paid
incash. . -

] v UL et

In Septembér 2004, the Company issued' 5,000,000 shares of common stock'to the fottmer owners of Affinity Telecom as
partial consideration for the acquisition of Affinity Telecom by the Company, The issued shares were valued at a fair value
of $1,000,000 based upon the date of agreement and the terms of the deal. The distribution of such value amount included an
allocatwnof$999000toﬂ1etenmmtedputagreemmt.

In Novembc 2004, the Comp.any issued 39,999,999 slmres of common stmk in-connection with the acqmsmon of CloseCall
America, Inc. thatwawomplmdmOctobumM The 39,999,999 shares were recorded at a fair value of $10,000,000,

oo d ergptag s
In February 2005 thp Cqmpany issued 500*000 shates of common stock in conjunction with conversion of warrants for
previous consultmg services. The exercise price was $0.032 per share.

InMatchZ(lOS tthompmyxssuedlSoooﬁbsharesofcommonstockmconmctxonwrththeacqmmuonofWebOne Inc.
thatwascomplctedmAugustZOM ’I‘hel,SO0,000sharesweterecordedatafmvalueoﬂSOOOOO

DunngﬂleywendedMarchZ!l 2005, theCompanymsueleOOOOOOsbaresofconnnonstocktotheescrowagentfmuse

duconvermnofbonowmssmde\mderthemomhonEqmtyLmofCredit. TheCompmyconverted$3 800,000 of
debt into 25,276,134 shares of common stock and recorded $256,691 of amortization of d:scount on debt conversions relating
to the $10 million Standby Equity Distribution Agreement. T

DurmgtheyearendedMarch3l 2005, the Company issued 65,000,000 shares of common stock to the escrow agent for use
in the conversion of barrowings made under the $100 million, Standby Equity Distribution Agreement. The Company also

-converted $9,200,000 of debt into. 52,172,192 shares of common stock, The Company a.lsoeonverted $13.907 of interest into

81,355 shares of common stock. The:Company recognized $118,258 and $201 of amortization of discount on debt and
interest conversions, respectively, relating to the $100 million Standby Equity Distribution Agreement. .

Preferred Stock
The Company has 5,035,425 shares of preferred stock authorized of which 35,378 shares were issued and outstanding as of

March 31, 2005 and 2004. There were no issuances of preferred stock during the years ended March 31, 2005 and 2004. The
issued and outstanding preferred shares are convertible into 35,378 shares of common stock.
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The Company has' authorized 1 000 000 sharres of comnron stock for the grant of stock optlons to employees under the 2001
Eqmty Performance Plan. The Board of Directors-Subsequently authorized an increase in the number of shares available
under the 2001 Equity Performance Plan from 1,000,000 to 6,000,000, In addition, the Company, from time to time, has
issued warrants to key personnel pursuant to spoolﬁc amlronzatmn of the board of dlrectors
g e et (R S

SFAS No. 123, encourages adopnon ofa fa:r-vahw-based method for valumg the ‘cost of stoek-based compensauon. It allows
companies to continue to use the intrinsic-value method for options granted to employees and disclose pro forma net loss.
- - Altertiatively, it allows the use of the Black Scholes option pricing model, under which the total vahxe (not intrinsic-value) of

the stock options granted as charged to operations.
.The followiiig table’surmarizes the dctivity of the Company's stock option plan for the yeat end’ed Mmh 31 2005:

(L XS 45

CowdEn L Ty e vt e 9 i Number'of o ¢ Stes Weiglmd—Average A

R 77 N m My w

[ I TN TR PR St
Outstandmg hegmnmg of penod o 4,171 037 S $0482
" Graited,_ Lt 5,225000 et 1748
* Exercised " R (446‘037)‘ ST e 0504
Cancelled (7,225,000) 1047
+,Outstanding — en;lofpmod : ;,725000‘,.,' w1920
. TR B L T )
Exercxsable endofpenod s L 722,91‘7 . i, $.1635
T Hﬁi RS TR st

The followmg tabl&'s&mmarﬁw the aetmty of thefCompany’ﬁ stock optlon plan for the year ended March 31, 2004:

EURT A L I TR RER U ISV P st
Number of Welghted-Average

P - ."w.-:r'.f .“' gnﬂo!g [ R m m !eMQ FRCE
P L A T R A | A B or atves e
Outstanding ~ begmmng ofpenod . 521,037 . . $.123
Gramted . U7 U Cagooped” 3
Exercised’ Do P (350000) . Lo 02
. Cancelled . , -
o Omtmdms ﬁndofpenod ST, o s
Exemmable endof penod 2,:15"4,'787 o - 8,0458

L T ¥ L T . : . P A

For d:sclosute purposes, the ﬁan' vahwofeach stock optlon granted is estnnated on the date ofgrant using the Black-Scholes

'optioh-pricinig model, whick apprommates fair value, Wwith the following weighted:average assumptions used for stock

options granted in 2005 and 2004; no annual dmdends, volatility of 60%, nsk-ﬁ'ce interest rate of 3.00%, and expected life
of 9.58 years. ¢
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 number of warrants outstanding at'March 31, 2005 was 61,232,500,

! MOBILEPRO CORP. AND, SUBSIDIARJES
; NOTES TO CONSQLIDATED FINANCIAL STATEMENTS (CONTINUED)

MARGH 31, 005 AND 2004

STOCKHOILDER

b Teo4r . %

‘. . N

If compepsatiqn expense for the Company's stock-based ensgtion plans had been determined consistent with SFAS
123, the Company's net income and net income per share including pro forma results would have been the amounts

indicated below for the years ended March 31, 2005 and 2004:

]

2008 p
Net loss: N 3-(&;‘- '

Asreported $(5359,722) $(2,157,344)
Total stock-based employee = | '
compensation expense dptermmed o

under fair value based method for . .
all awards, net of related tax effects (1,652,185)  (156,889)

Pofoma T . §(7011907) $@314,733)
Netlosspershare: |, .

As reported:

Basic - $002)  $(0.02)
Dilued . | S0 $002)
Pro forma:

Basic _ | , $0.024)  $0.02)
Diluted T S0 8002

. The Company issued warrants to purchase 61,732,5(_)0sharesofcommons_tockigtl:pyeaerMarch3l,2005.Thetotal

The fair valiie of thesc waifints was' estimated using the Biatk-Scholes pricing’model with the following assumptions:
interest rate 3.0%, dividend yield 0%, volatility 60% and expected lifé of ten years;
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MOBILEPRQ CORP. AND SUBSIDIARIES L
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

MARCH 31, 2005 AND 2004
0 ' | F P LI Y - ¢
The Company had the following wairants outstanding for the purchase of its cotmoti stock as of March 31, 2005 and
March 31, 2004: T -
Exercise Expiration
Price Date 2005 2004

$.30 October, 2009 2,500,000 -

$35 October, 2009 1,000,000 -

$.30 November, 2009 5,000,000 -

$.15 February, 2010 200,000 -

$.20 November, 2011 5,600,000 .

$.032 September, 2013 - 500,000

$.018 Jamuary, 2014 6,500,000 6,500,000

$.02 January, 2014 3,400,000 A

$.10 March, 2014 800,000 -

$.018 April, 2014 21,182,500 -

$.20 June, 2014 4,300,000 ‘U
$.18 July, 2014 * 2,000,000 = .

$20 , July, 2014 "1,0000000 T .

$20 November, 2014 2,000,000 ° T

$16 ~ January,2015 3,000,000 -

$17 Jamiiary, 2015 2,000,000 -

$.185 January, 2015 500,000 -

$.193 February, 2015___ 250,000 ° -

61,232,500 7,000,000

Welghted average .
exercise price $0.117  $0.01%

At March 31, 2005 and 2004, warrants topurchase 42,095,000 and 1,000,000 shares of commen stock were exercisable,
respectively.
PATENTS 4
As of March 31, 2005, the Company had filed a total of eight patent apphcatxonsthh the U.S. Patent and Trademark Office
(PTO) in the areas of “Smart Antenna” technology and RF Transceiver Chip Design for "Low Noise Amplifier for wireless
communications”. ' As of March 31, 2005, the Company had been granted approval of five patents and three patent
applications are still pending appro B
CONTINGENCTES

Certain mitigating events have occurred during the year ended March 31, 2005 and 2004, leading management to conclude
that the Company should remove the going concern uncertainty.

These mitigating events inchuded management receiving a commitment from Cornell to provide the Company with up to
$100 million in SEDA financing under certain conditions and receiving funding in the past fiscal year from Comell under the
prior $10 million Equity Line of Credit and the existing $100 million SEDA. In addition, the Company completed two
acquisitions in its fourth fiscal quarter ending March 31, 2004 and completed twelve acquisitions in its year ending March 31,
2005 of Internet and voice services companies. The acquired Internet and voice service providers are expected to generate
revenues and to provide cash flow from operations.

The acquisitions continue to expand the Company’s service area and provide additional products and services to the existing
and future customer base. The Company continues to explore other transactions that will fit its business model and assist the
Company in executing its business plan.
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On April 15, 2004, Mr. Jay O. Wright extended his employment as the Company’s President and Chief Executive Officer.
Mr. ‘Wright’s employnient is for two years under the terms of his Executive Employment Agreement with the Company.

The Company has entered into employment agreements with other key membe;'s of management, Compensation earned by

- - these employees. has been properly reflected in the consohdated statements of operations for the years ended March 31, 2005
- and 2004, respectively.

.~
B

In May 2004, the Company announced that it had formed a s'trategic alliance with Massively Paralle] Technologies, Inc.

_(MP’I') a privately owned corporation located in Louisville, Colorado. Under the alliance, MPT will utilize the bandwidth

provisioning capability of the- Company in connection with MPT's high performance oomputer cluster platforms and the
Company will become a reseller of the MPT platform. - -

In June 2004, the-Company signed a:Development Agreement. with Information and Communications University (ICU), a
Koreadn institution with leading edge development experience in ZigBee RF design, to jointly develop the Company’s ZigBee
RF transceiver chip. Under the Agreement, the Company retains 100% ownership of all intellectual property rights,

--In June 2004, the Company signed a-letter of intent to acquire CommSouth Companies, Inc. a competitive local exchange

carrier (CLEC) and long distance and Internet service provider based in Dallas Texas As of March 31, 2005 the Company
is not actively pursuing thecomplenon of this acqmsmon. E

In Junie 2004, the Company entered mto a Busmess Development Agreement with Soluuon Technology International, Inc., a
Frederick, Maryland-based software company (“STI™), whereby the Company provided services to STI in exchange for a S%
ownership in the company. The value of the investment is $150,000 and is reﬂected n the consohdawd balance sheet at
March 31, 2005. R e L

In July 2004 the Company signed a letter of intent to acquire American Fiber Network, Inc., (“AFN™) a licensed Competitive
Local Exchange Carrier (CLEC) and long distance provider based in Kansas City, Missouri. AFN is licensed to provide local,
long distance and Internet service in 48 contiguous U.S. states. The Company is actively pursuing this acquisition.

In August 2004, the Company signed a letter of intent to acquire WorldNet Communications, Inc., a Leesville, Louisiana-
based Internet service provider. As of March 31, 2005, the Company is not actively pursuing the: completiori of this
In August 2004, the Company announced its intention to issue a property dividend of 3,073,113 shares of common stock of
STI.. The Company's stockholders are expected to receive one share'of registered (i.e. “free-trading™) STI stock for
approximately every 93 shares of the Company stock that they own, based on the éxisting shares outstanding and certain
warrants, 'I'heCompanysBoardofDirecmwSeptember 15, 2004 as the record date for the stock dividend. In March
2005, STI withdrew its pendmg registration statement from the United Siates Securities and Exchmge Commission. STI is
contemplating other options to become a publitly traded company.  The Company intends to pursue issuance of the property
dividend upon STI obmnmgxtspubhchsung. Attlnsume nodatehasbeen estabhshed forsuchhstmg

In August 2004 the Company announced that it signed a memorandxm of understanding’ with an Israeli technology
company, - ActivePoint Ltd., to jointly pursue a working relationship covering a number of potential technology and
communications projects. The eompame?s have agreed that a fisture workmg relanonshxp could include select opportunities
involving ActivePoint's search engine and the Company’s Internet services, voice services, wnelese services, and other
teleeommumcatwns and IT initiatives within North America.

In August 2004 the Company signed a busmess developmentagteement with Texas Prototypes, Inc an electronic prototype

manufacturing company, to jointly pursue a working relationship covering a number of potential- technology projects and
business development initiatives. The Company received a 5% ownership in the company as consideration for services under
the agreement. The value of the investment is $300,000 and is reflected in the consolidated balance sheet at March 31, 2005.

.In September 2004, the Company announced a letter of intent to acquire two: Bridgeport, Texas phone companies,
‘Affordaphone, Inc. and Basicphone, Inc. As of March 31, 2005, the Company is not actively pursuing the completion of

theseacquxsmons
InSeptember2004 theCompanyannounced1thads1gnedeleﬁa’ofmtemtoacqmreNorthCounu-yIntemetAccess,Inc.,an

‘internet services provider based in Berlin, New Hampshire, which offers both analog and digital dial-up, service, Web
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hosting and desxgn services to resndenﬁal and small business customem in northern New Hamps!um As of March 31, 2005,
tbe Company is not actively pursmng the completion of tlus acquisition.

R TS P T

In Septamber 2004 the: Company formed a strategic alhance with Global Tnad Incorpomted, a Ft. Lauderdale, Florida-based
software and wireless broadband company. Pursuant to the arrangement, the companies-will look: to jointly pursue select
wireless propcta and work together utilizing Global Triad's compmsslon soﬁware

In October 2004, the Company completed the design of its ﬁrst ngBae wu'eless semxconductor clnp The 2.4 GHz chip
design for the so-called "RF layer," or "physical layer," is now being converted into a prototype ch:p ata faclhty in Taiwan.
In addition the Company announced it had begun design on a 900 MHz ZigBee chip. . PR

In March 2005, the :Company. announced that it- has been awarded a five-year contract with the General Services

- Administration :(GSA) to:sell certain electzomc commerce and telecommumcatmns servwes to the federal government,

eﬁ'ectwethroughFebmaryﬂ,Jﬂw R S R BT
In connection with-the November 2604 acquisifion of the senior secired debt oiDavel,theCompanyagreedtopurchase the

' remaining issued: and outstanding shares -(approximiately 4.8%) -held . by the mmonty stockholders (the “Minority

Stockholders™) within 180 days of the closing date of the Davel:acquisition. The purchase price to be offered to the Mmonty
Stockholders was to be an amount of not less than $0.015 per share, which, at the discretion of the Company, could be paid in

. +cash or common stock of Mobilepro. Subsequent to-year-end, Davel pald the cash pumhase pnce of S450 000 to the Minority
...StoddloldersandtheMnAaQnonwascompletedeayzoos PR e

B ER A ! . o

W

.. In connettion with the acquisition: of certain Intemet and voice services companies, the Company recorded goodwill in the

amounts of $32,785,618 and $812,003 during the years ended March 31, 2005 and 2004, respectively. The Company
perfonmmsanmmlnnpamnentwstforgowwxnatﬂxeendot‘mhﬁscalyearanddetermmedthatatbothMarch3l 2005
and2004thnﬂ1erewasm1mpaumentofthegoodwxn

' LITIGATION/ LEGAL PROCEEDINGS

As ofMarch 31 2005 theCompanywaspartymﬂufollowmgmamml lega.lprocwdmgs

At thetamethatthe Company acqu:ed952 %nfthe stock. ofDa.vel Davel was a defendant in a civil lawsuit captioned
- Gammino v Cellco. Partnership d/b/a izon Wireless, et al,; C.A. No, 04-4303.filed in the- United Smtqunstnct Cout for
, tthastemDmmotomensylvam; Thcplamffclam that Davel and other defendants allegedly infringed its patent

mvolymgtheprevenuonef&aud\ﬂentlong-dlstancefelephonecallsandlsseekmgdamagesmconnectxonw:ﬂ:ﬂlealleged
infringement. . Davel qontinues to réview and investigate: the allegations set forth in the complaint, continues to assess the
validity.of the Gammine Patents and is in the process of determining whether the technology purchased by Davel from third
parties infringes upon the Gammino Patents. According to the terms of the Davel acquisition agreement, the former secured

< lenders, subject to certain limitations; have agreed to reimburse the Company for the litigation cost and any losses resulting

from the Gammino lawsnit. The former. secured lenders have agreed to.fund such costs from future regulatory receipts that
wmamgnedhothembyDavd.Anymchreguhmryrecmptswﬂlbedepomtedmtoatlnrd-pMyescrowaccmmtandwxllbe
used.to reimburse the Company for costs incured: The secured lenders are not. required to fund the escrow account or

.‘otherwxsemmbmseﬂ:cCompanyforamonms,lfany,mexccssofachnl regulatory receipts collected. Any amount

remaining in the escrow account at the conclusion of the litigation is to be returned to the former secured lenders. Subsequent
to March 31,:2005, the Company received significant regulatory receipts that arg being held in escrow. These funds can be

'usedb?embumbﬁeCompmyforcos&mmdmdefendmgmsenImgthehugaummam Thdcaselsmthe discovery

phaseofthehuganon, . e
'y T -
OnorabontOcmbet 15 2002 Davelwassmedmthacomplmngmmacnmcapuomdm_s_mhzg{_ﬂ__m
ssocigtes Service, : Ammored Transport Texas, Inc., and Tela : es, Inc. Plaintiffs claim that Davel was
mﬂymghgﬂmwhdwﬁhmhcemdmhwhmmmmﬂelycmed&edeﬂhofﬁnmm&mhmh a former Davel
employee. On or about January 8, 2002, the Plaintiffs filed their first amended complaint adding a new defendant LAI Trust
and on or about January 21, 2002 filed their second amended complaint adding new defendants Davel Communications, Inc.,
DavelTel, .Inc. and Peoples Telephone Company, all subsidiaries- of Devel.: The original complaint, as well as the first and
second amended complaints, was forwarded to Davel’s insurance carriex for action; however, Davel’s insurance carrier
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siv .- - denied covérage: based-upon the. workers'compensation coverage exclusion contained in the insurance policy. The Company
NET. . answered the complaint on or about January:30; 2003. The pasties are curently.sngaged in the discovery process, The trial
... Mpsor . - originsHy.scheduled for June 2004 was continued to November 2004; however, the trial has been delayed further by motion
none-r s - of the plaintiff-and approval of the. court. It is anticipated. that the trial will-be scheduled for- November 2005. Whilc Davst
s rbelieves that it-has-meritorious defenses to the allegations contained-in . the. second. amendqd complaint and intends to

Cgenne vxgorously defend nself, Davel cannot at tlns time predwms hkellhood of success: onthe merits. - -+ - -
P 'Iihe Company termmated Kevm Kuykmdall, former medonmf the Company s*vmce dwnswn, -for cause. under the terms of
.+ e - his Executive Employment :Agreement, effective. Wednesday,. December 29; 2004, On January 26, 2005, Mobilepro was
P .. served with notice: that'a complaint had heen filed with the U.S. Départment of Labor by Mr. Kuykendall alleging

Co + discriminatory employment practices. Mr. Kuykendall has alleged thiat he was terminated on ‘Decetber 29, 2004 in reprisal
it - for challenging the accuracy:of a qualified finaycial goal of Davel Commwmications, Inc. Mr. Kuykendall sought back pay, -
et oan plus interest,.and reinstatoment or the futiire pay for the term- of: his.gontract, reimbursement, of insurance premiums borne by
- Mir. Kuykendall during:the.period of his termination, payment. of autstanding. bonuses. to-which- he: believes he is entitled,
compensatory damages for emotional distress, pain and suffering, punitive damages, costs, and reasonable attorneys’ fees. In
e - -March- 2005, the. Company received from the. U.S.:Department of Labor a:favorable ruling iy the. Kuykendall matter. The
1 e ~fU‘S ‘Depertment of:Labor found no reasonabie cans® to-suppert the former employee’s eomplaint for-improper termination
i - and the U.S,-Department of Labor concluded.that Mr..Kuykendall failed sa.demonstrate, that his alleged assertions were a
contributing factor in his discharge for-cause.” Mr. Kuykendall did-not appéal the U.S. Department. of Labor ruling and the
case was subsequently closed. In May 2005, the Company and Mr. Kuykendall dropped all compla.mts and legal proceedings
- ugammea&oﬁamdswaconﬁdmhﬂuubmentagmemmdmmﬁmemlmlm PR
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SR P Nopromlonfor,mcomemeswas reqmmdandno mcome uaxes werepatddlmgthe yeats endedeh‘jl 2005 and 2004
g © . - because:of operating losses and net.operating logs ¢arryforwards generated:by the Company.. A majority of the temporary
. ; ~  differences relate 0 the net operating loss carryforwards and depreciation and-amortization differences for tax purposes
o .« riversus book purposes. The Campany has established a valuation allovWance agamst the entire d&fen'ed ‘tax-asset generated.
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A dial-around call occurs when a- non-com call is plaoed fmm a pubhc pay telephone of the company, wluch utilizes any
interexchange carrier (“LXC") other than the presubscnbed carrier (the Company 8 dedicated provider of long distance and
operator assisted calls). .The Company receives revenues.from such carriers recording;them.as dial-axound compensation
based upon the per-call rate in effect pursuant to orders issued by the Federal Communications Commission (the “FCC™)
under section 276 of the Telecommunications Act of 1996 (“Section 276") and:the estirnated. number-of dial-around calls
placed from each pay telephone during each month, Prior to 2001, the Company recorded revenue from dial-around
compensation based upon the sate of $0.24 per call (80.238 per call prior to April 21, 1999) and 131 monthly calls per phone,
- _ _which represented the monthly.averages for calls'from a-pay telephone used by the FCC in initially determining the amount
a"  of disl-aroynd compensation to which payphone service providers (“PSP”) were entitled. The averages were: utilized until
" suchtime as the actual number of dial-around calls could be tracked on a per pay telephone basis. On August 12, 2004, the
s 'FCC released an order. to increase the dial-around compensation rate from $0.24 to $0.494 per call (the “2004 Order”). The
oo new rate became effective September 27; 2004, 30 days.after publication of the 2004 Order in the Federal Register, and may
be subject to appeal by EXCs or other parties. AlthoughtheZOMOrde;waseﬁ'ectweforthe fomﬁqum;rofzom the

CompanydldnotreceweppymentsundertheZWOrderuuulAptﬂzoos i ey o

v AsarewltoftheordersmsieﬁbythpFCCregardmgdmlmomdcompensatwnandtheresulunghpganon,theamountof
- : revemes that payplione service providers (“PSPs”™) were entitled to receive and the amounts that PSPs aciually received have
- differed, - I genernl, there have been underpayments of dial-around compensation from IXCs and other carriers from
November 6, 1996 through October 6, 1997 (the “Interim Period”) and overpayments to PSPs, including the Company, from
October 7, 1997 through April 20, 1999 (the “Intermediate Period”). On January 31, 2002, the FCC released its Fourth Order
..on Reconsideration' and Order on Remiand (the “2002 Payphone Order”) that provided a partial decision on how retroactive
dial-around compensation adjustments for the Interim Period and Intermediate Period may apply.

On October 23, 2002, the FCC released its Fifth Order on Reconsideration and Order on Remand (the “Interim Crder™),
which resolved all the remaining issues surrounding the Interim Period and the Intermediate Period true-up and specifically
addressed how flat rate monthly per-phone compensation owed to PSPs would be allocated among the IXCs. The Interim
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‘Order aléo resolved how certain offitts to such payments would be-handled and a host of other issues raised by parties in

R their remaining FCC:chellenges: to'the 2002 Payphoné Order-and prior orders issued by the FCC regarding dial-around

compensation.. In the Interim Order, the FCC otdered a true up for the Interim Period and increased the adjusted monthly rate
~'10°$35.22. per payphone per mionth, to cotnpensate for the three-month payment delay inherent.in the dial-around payment

o veysters. The new: rite of $35:22:pesipayphone per-month is a composite rate, allocated among’ approximately five hundred

carriers based on their estimated didl<around traffic during tiie Interim Period. The FCC also-trdered a true-up requiring the
PSPs, including the Company, to refund an amount equal to $.046 (the difference between the old $0.284 rate and the

+ . subsequently révised $0.238 rate) to-each carrier that'compensated the PSP on 4 per-call basis during the Intermediate Period.

Interest on- additional payments and refiinds is to be ‘computed from the original paymerit «date at the IRS prescribed rate

- applicable to late tax payments. The FCC further ruled that a carrier claiming a refomd from a PSP for the Intermediate Period

"must-first Jffset the amotint claimedagainst any additional payment due to the PSP from that carrier. :Finally, the Interim
Order providéd that any net-claimed refund amount:owing;to: carridrs cannot.be offset against-future dial-around payments

T it Avithout (1) prior notification and-an epporfunity to-conteést the claimed amountin:good faith (only uncontested amounts may
it @ si 2 beawithheldy;and (2) providings/PSPy:an opportanity to “schiedule” payments over a reasonsble period-of time.
s f Vot e, e g v e ; =
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I Jeihary 2005, certaititcarriers sfffief dpproximately $0.5 million:ffom their current dial-afound compensation payments. In
« April 2008, approximately: $0.3 million was offset fom corvent: dial-arcund: compensation: payments further reducing this
- liability. The-'remaining aincunit: outstanding:'will :be paid-or deducted -from future: quarterly payments of dial-around
" ¢ vicompenisation to beteceived:from the applicabledial-dround carriers;” . v b A el A e,
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For the fiscal year trided March 3172005, Davel received $0.4 inillion in payiaents ftom catriess under the Interim Order and

recorded the dial-around compensation adjustments in the accompanying consolidated statements of operations. Although
Davel is entitled to receive a substantial amount of additional disl-aiNid;cdtigénsation: pirsuint to/thé:Tnterim ©rder,such

amounts, subject to certain limitations, were assigned to Davel’s former secured lenders in exchange for a reduction in

". " Diavels ‘seniorsecured debtprior-to the aequisitivn of such debt by the Connsany: Regolatory actions and market factors,
+ ofte:outsidePavel’s eontrol; could significantly affect Davel’s future dial-around ‘oompensation revenues. These factors

b i ‘nolude (i) thio:peksibility- of administrative proceedings or litigation seeking to modify-the dial-eround compensation rate,
© ., -4nd (i) ongoing technical or other difficulties in the responsible carriers* ability-and willingness-to properly track or pay for
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-+ iie Cotnpany allocstes costof revenues and direct operating expenses to these segments,
vooredels grat e ol g ueh U0 Tan L 0 e e e L ) . R :
» g uQperating seginént data for the years ended March:31, 2005 and 2004-are as follows:
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dial-around calls actually delivered to them.
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The Company’s reportable operating segments inchide Teclmolog;, Voice Semces, Internet Services and Corporate. The
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STRA T _Corporate - _Techunology - ~ Services 1« : Services .- Total

'-'v“" . 'ReVehnes R
"7+ Difest éosts of révenues T 7 .
- Quissprogt” -

yo

T 876150008 - vii--§ 32,000,084 %1 - 13,884,060: 1S 46,508,144
. o . & 15816901 2 6,734,339 22,551,240
CoET Tt 615,000 tE 16192183 7,149,721 23,956,904
R e Y 187,085 C . 953,976 16,707,959 T 6460970 25,410,850

Depteéciation, amortization and impairmient "'1_,;08_,’483'- 14,588 - 1,093,620 - 225,672 2,442 363

Other income

= 111,089 111,089

. Interest (net) o 1,393,108 43,927 23,523 113,944 1,574,502

v $(3,174,536) §  (1,012491)8 (1:521,830)$ ~ 349,135 ‘$  (5,359,722)

A

" Segmientassets . ' U §19522552 § 14240 § * 35,166,195 © '18,119944 § 72,822,931
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‘ix  Fixedassets, net of accumulated depreciation § . - § ;7203

_11,804050 § . .1,381,71% .§ 13,193,056
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For the year ended March 31, 2004: o , .
Ve . . T T O £ T At aaen e e s L S e
F R P S . _,- PP TR RS '_.'-;l, '.- . vmv,( ﬁmﬂ ey :v‘
T R - Corporate Teéchnology ~ Services - - Services - '“  Total
Revenues S I T -8 TTJg T 311,355 7% 311,355
Direct costs of revenues o - - - 117,349 117,349
Operating expenses S “701,758 - 1115946 - 7~ ' 138454 1,956,158
Depreciation, amomzatlonandlmpaxrment 353 342 . 14,589 » - 6411‘ ( 374,342
Interest (nét) AL SO | ¥ . - A _2,605" 21,350
Net income (!oss) ) Lo su 055,100)° s {1 149,280)'3 ‘ _‘ T8 46536 § (2,157,844)
Segment assets " ‘7-”-,-‘ GURIRATRNIAAT BY 1 £7 5 SR Y S VS Tas1sae 8 3358173
Fixed hsséfs, nét ofaccumulateddeprecmuon s i‘ s 21 881 81§ - , 114 61"/’ 136,498
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On January 35, 20’05 Mobileprp g’ served with notice thaft a eomplamt haAl Béifiled with the'U, S ‘Department of Labor

by Mr. Kuykendall alleging disériminatory " employment prachces n March 2005, the Company’ “teceived from the U.S.

....i Department of Labor a favorelq;e‘ ruling. . The U.S, Department of Labor found no reasonable cause .to support former
" employee Mr. Kuykendafl iamf “o‘p“ér tefminiation and the U.S. Depanment of Labot 'concluded that Mr.
Kuykendall failed to d hlsallegedassemonnwereaconv tmgfaotorm e for cause. Mr.
. Kuykendall did ot appeal the '} e Was ily closéd. As the Company
mdlcated prevmusly. management wgorously defended,xtself from any '{the mlmg by the U. S ﬁepanment of Labor
demonstrated that the Company had'significasit defenses agamsf the cIann ‘and that the t termmauon was handled properly. In
May 2005 the Company and Mr. Kuykendall dropped all complaints and legal proceedings agamst edch other and stgned a
settlement agreementandmutualgenerqlrelease (See Note 16) . G v _ '

: ‘m‘féwon m@me N0v 2004‘ acql.usmon of the senior secured debt of Davel, the C ki agreed to purchase the
remainin 1ssued and oytstandm ('approxlmately 4, / hel,d by the ~ mmonty ‘sfoc ck ol’d‘e;s (the “Minority
, tockho ders® ’) within 180 days. of the chsm date of the Davef ,aoqmsmon “Fhe purchase price 1o be offered to the Minority
Stockholders was to bé an amoimt of not less than $0.015 per share, which, at the discretion of the bompany, could be paid in
cash oy gommon stock of Mobﬂepro The Company. elected, to. make the pun;hase in the form of a reverse split and cash
purchase. Prior to1 ting the cash pt hase Dnvelretamedaﬁnnném!aﬁvxs torenderanoﬁfniomhatthetennsofthc
irchase wre fair, “from a ﬁnnncmlpomt o ‘view, to the Mmenfy ock f'.l;,ieﬁ"’Mobilepm refamed ﬁe financial advisor in
January 2005 In Febluary 2&)5 the ﬁnancu;l sor reniden c the terms ot‘the i were fair, from a
financial point of view, to to the Minority Stock : ﬂavel pan& tﬁ'ecash purchase price of

T A

"I Apnl 2005 the Company announced that, through its Neoreach ‘Wircless dmsxon, 1t' Yms launched a pilot projecttosetup a
wireless access zone in Chandler, Arizona, a suburb of Phoenix.

In April 2005, the, Company anhounced that Pifi’lip F. Ott has beéd appointéd o its ddvisory board. ™'

In April 2005, the Company ‘dnniounced it its subsidiary, CloseCall Aiierica, pléis to Taunch & new prepaid wireless
product. The new service offers a,"no surprise” wnrelw bill for consumers and will offer new features including parental
controls that will have the ablﬁty to restrict outgoing and incoming calls to onl certam numbets CloseCall also announced
that it is now providing digital subscriber line (DSL) high-speed connectivity tn Ohio, Michigan and Indiana in addition to
Maryland, New Jersey and Delaware where CloseCall currently offers DSL service.

In April 2005, the Company announced that it has been awarded a five-year'éontract (with two five-yesr options) to deploy

_ andmanageamtywldewnelessnetworkcovenngawmmmleamofTempe,Anmm The network, known as

WazTempe, will be able to reach Temipé's more than 65,000 households, 1, 100 businesses, 50; ;000 students and hundreds of

_ thousands of ‘annual visitors, Addmonally it will provide mumclpal semces to Tempe pohce, ﬁre, emergency and
’ c:ty/Anzona State University personnel. - . _ y

InMayZOOS theCompany aimounced that it has slgnedatetmsheetfmanew $15.5 million ﬁhancmgw:th Cornell that
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significantly lowers the Company's cost of capital. The financing carries an interest rate of 7.75%, has a term of three years,
is convertible. into comman, gtock at $0.30 per share and includes six million warrants with an exercise price of $0.50 per
share, The new financing replaces a bridge financing from Airlie, Opportunity Master Fund, a Connecticut based hedge fund,

""" which had an interest rate of 23%. The Company closed this finaticing transaction on May 13, 2005, -,

In M;y 2065, the Conipany issuéd ah additional 5,000,000 shares of common stock to the escrov;r ageﬁt foruse in converting
debt into common stock under the $100 million Standby Equity Distribution Agreement. .

In May 2005, the Company announced that its Neoreach Wireless division had acquired WazAlliance, 8 Zrowing network of
metro-wide comumercial and residentisl Wj-Fi and Wi-Max access zones, for common stock plus the assumption of certain

- -liabilities. The Company had previously partnered with WazAlfiance to deploy full-scale metro-wide sérvice in both Tempe
and Chandler, Arizona, known ag WazTempe and WazChandler. WazAlliance also includes WazHamptonRoads and
WazMaui and has opportunities in other cities, primarily in the Southwest. This alliance provides city-wide multi-band Wi-Fi
networks for municipal vehicles and personnel, including public safety employees as well as services for residences, retail
businesses; schools, public events; hotels and resorts, and public transportation, - = -~ & -1 e

In May 2005, the Company’s CloseCall America subsidiary signed a long-term commercial agréctisit with Verizon, The
... .BEw commercial agrecment secures pricing to 2010, and, will allow the Company to increase the mumber of customers to
. which it ¢an provide its CloseCall local, long-distance, cellular and Internet services.

I May 2003, the Coupasi appbinted Michae] J. Kleeriari to thé Cotipany's advisory board. M. Kiseman brings nearly 30

. _years of ekperience in wireless, felecommunications and_computers to the Compdry. Mr. Kiéeman is a director of

"Cyberinfrastructure Policy Research at the University of Californig)San, Diego. Mr. Kleernan previously ‘worked for Sprint,

. Asthur D;'_L;:f‘éﬂ@ ccnmlhng;Bostpg Consulting Grop and Aerie Networks, Most recently, Mr. Kleeman was co-founder ar.d

..£10 }’fcqm Networks, a company backed by IBM, Intel and AT&T, where Mr. Kleeman used his expertise in OSS for
. 80211networks, = - T B BT

4o ool

>

In May 2005, the Company signed a Meinorandum &f Understanding ‘with Viyya Technologies, Inc. under which the

Company will become a reseller of Viyye's VIYYA™ software. The Company will work with Viyya management to market

_ " and distribute VIYYA™ via a reséller agrcement to be negotiated between the companies. Anticipated t be available later

i ol sknier to the Company’s Nationwide Intemet sibiscribérs, the VIYYAT™ softwafo platform will sssist in the
;  managemenit, personalization and custoniization of content maintained on the Nationwide Internet accéss Service.

T

TR T X

Subséquent to the year' ended Mirch 31, 2003, the Cortipaty coftinuied o pufsus a woking relationship covering a mumber
of potential technology “and corrmunicatioiis projects with ActivePoint, an Tsraeli tectinology ‘cotnpatly. The companies
reviously signed & Memorandum of Understanding and Business Devélopment Agreement whéreby the companies are
jorking pportunities involving ActivePoint's search engirie and ‘the Company’s initertiet services, voice services,

., Working on select opparh _ nt's se o anid ¢ s initer Vi

- " wirelegs services, dnd gther i uﬂm and IT initiatives withiii North Americg. - Th May 2003, ActivePoint filed a
registration statement with the United States Securities and Exchange Commission. AdctivePoint is attempting to become a

publicly traded company. The Company owns approximately 5.5% of the common stock of ActivePoint that it received in

exchangé for its services. - y ‘
In May 2005, the Company signed a memorandum of understanding with UC Hub Group, Inc. (OTCBB: UCHB), undor

which the companies can cross-sell each other's products and services, inicluding broadband wireless, e-money applications
and other value-added telecommunications services to its customer bases, including cities throughout the United States.

In May 2005, the Company antiounced the‘appbihhnent of T

, any ; ammy L. Martin as President and Chief Executive Officer of the
‘Company's paytclephonesubsldmry, Davel Communications, Inc s o

.
ot
i

In May 2005, the Company ‘announced that Daniel Lozinsky retired from Mobilepro's board of directors to pursue other

In August 2004, the Company aninoimced its intention to issue a property dividend of 3,073,113 shares ‘of common steck of

STL The Company shareholders are expected to receive one ‘share of registered (i.e. “free-trading”) STI stock for

approximately every 93 shares of the Company stock that they own, based on the existing shares outstanding and certain

warrants, The Company’s board of directors set September 15, 2004 as the record date for the stock dividend. In March
, - 2005, STI withdrew its registration statement from the United States Securities and Exchange Commission. STI is

F-32

e ———— —_— g o - Anmrsts s e e P —




NOTE 20-

MOBILEPRO CORP, AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
MARCH 31, 2005 AND 2004

SE T

contemplating other options to become a publicly traded company. The Company intends to pursue issuance of the property
dividend upon STI obtaining its public listing. At this time, no date has been established for such listing.

As part of the August 27, 2004 $8,500,000 funding by Cornell, the Company transferred $5,000,000 of the note balance into
debt under the $100 million SEDA in Febmary 2005. $3,900,000 of the $5,000,000 due under the $100 million SEDA as of
March 31, 2005 was converted into 15,923,684 shares of common stock subsequent to March 31, 2005,

The remaining principal balance on the $8,500,000 note payable was $1,300,000 as of March 31, 2005, and it was transferred
into debt under the $100 million Standby Equity Distribution Agreement and was fully converted into 4,909,091 shares of
common stock subsequent to March 31, 2005.

As part of the February 22, 2005 $1,500,000 funding by Comell, $1,500,000 remains outstanding under the $100 million
SEDA as of March 31, 2005. No part of the debt was converted into shares of common stock subsequent to March 31, 2005.
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